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RULES  AND  REGULATIONS 


TItie  12 — Banki  and  Banking 

CHAPTER  V— FEDERAL  HOME  LOAN 
BANK  BOARD 

[No.  76-088] 

SAVING  AND  LOAN  ASSOCIATIONS 

Director  Guidelines  and  Certain 
Prohibitions  and  Diedoeura 

SUIOCART 

Augttst  18, 1976. 

The  following  summary  of  the  amend¬ 
ments  adopted  by  this  resoluticm  Is  pro¬ 
vided  for  the  reader’s  convenience  and 
Is  subject  to  the  full  explanation  in  the 
fdlowing  preamble  and  to  the  specific 
provisicms  of  the  regulations. 

L  New  Imsttramce  Reguuitions  S9  561.29, 

561.30.  561.31,  561.32,  561.33,  561.34, 

561 A5,  561.36,  and  561.37:  Defini¬ 
tions — 

A.  Affiliated  person.  An  affiliated  per- 
■on  of  an  insured  institution  is : 

1.  A  director,  officer  or  controlling  per¬ 
son  of  such  institution; 

2.  The  spouse  of  any  pers<»i  in  (1); 
and 

3.  A  member  of  the  immediate  family 
of  any  person  in  (1)  who  has  the  same 
home  as  such  person,  or  who  is  a  director, 
officer,  or  eontrcdllng  pccarm  of  any  sub¬ 
sidiary  or  of  any  holding  cmnpany  af¬ 
filiate  of  such  institution; 

4.  Any  corpotaticm  or  organization 
(other  than  the  insured  Institution  or  a 
corporation  or  organization  through 
srtilch  the  insured  institution  cq^erates) 
of  which  any  person  in  (1)  is  an  officer 
or  partner  or  is,  directly  or  Indixcctly, 
cither  alone  or  with  his  qix)use.  the 
owner  of  10  percoit  or  more  of  any  class 
of  equity  securities  or  the  owner  with 
other  persons  in  (1)  and  their  spouses  of 
25  percent  or  more  of  any  class  of  equity 
securities;  and 

5.  Any  trust  or  other  estate  in  which  a 
person  in  (1)  or  the  spouse  of  any  such 
perscm  has  a  substantial  beneficial  in¬ 
terest  or  as  to  which  such  person  or  his 
spouse  serves  as  trustee  or  in  a  similar 
fiduciary  capacity. 

B.  Immediate  famOv.  A  person’s  im¬ 
mediate  family  means: 

1.  Such  person’s  spouse,  father,  moth¬ 
er,  children,  brothers,  sisters,  and  grand¬ 
children; 

2.  The  father,  mother,  brothers  and 
slrters  of  such  peison’s  spouse;  and 

3.  The  spouse  of  a  child,  brother  or 
sister  of  such  person. 

C.  Director.  The  term  “director" 
means  any  director,  trustee  or  other  per¬ 
son  performing  similar  functions,  but 
^>68  not  include  advisory,  honorary,  or 
emeritus  directors,  unless  the  person  is 
performing  functions  similar  to  those  of 
a  director. 

D.  Officer.  The  term  “officer”  means 
the  president,  any  vice-president,  the 
secretary,  the  treasurer,  the  comptrcd- 
iCT.  and  any  other  penvm  performing 
Hmiiitr  functions.  The  term  also  includes 
the  chairman  of  the  board  if  he  is  in¬ 
volved  in  operating  management. 

E.  Financial  institution.  The  term  "fi¬ 
nancial  tnstitutian"  means  any  savings 


and  loan  association,  savings  bank,  com¬ 
mercial  bank,  or  similar  institution,  bat 
does  not  include  a  Federal  Home  Locm 
Bank  or  the  Bank  for  Savings  and  Loan 
Associations,  Chicago,  Illinois. 

F.  Holding  company  afflUate.  The  term 
“holding  company  affifiate"  of  an  in¬ 
sured  institution  means  a  savings  and 
loan  holding  company  of  which  the  in¬ 
sured  institution  is  a  subsidli^  and  any 
other  subsidiary  thereof,  other  than  a 
subsidiary  of  the  institution.  With  re¬ 
spect  to  a  bank,  the  term  means  a  bank 
holding  company  of  which  the  bank  la 
a  subsidiary  and  any  other  subsidiary 
thereof. 

G.  Principal  supervisory  agent.  The 
“principal  supervisory  agent”  of  the  Cor¬ 
poration  means  the  President  of  the 
FHLBank  of  the  district  in  which  the 
principal  office  of  the  insured  institution 
is  located. 

H.  Parent  company  and  subsUBani. 
These  terms  are  defined  in  {f  583.10  mvI 
583.14  of  the  Holding  Company  Regula¬ 
tions. 

L  Audit  period.  The  “audit  period”  of 
an  insured  institution  means  the  12- 
month  period  covered  by  the  annual  au¬ 
dit  conducted  to  satisfy  {  563.17-1. 

n.  Revised  Insurance  Regulation 
S  561.28 

The  term  “controlling  person”  of  an 
insured  institution  means  any  person  or 
entity  which,  either  directly  or  indl- 
reetly,  or  acting  in  concert  with  others, 
owns,  omitrols  or  holds  with  power  to 
vote,  or  holds  proxies  representing,  ten 
percent  or  more  of  the  voting  shares  of 
such  Institution.  However,  a  director  of 
an  Insured  institution  will  not  be  deemed 
a  controlling  person  thereof  because  he 
votes  proxies  of  the  owners  of  such  in¬ 
stitution.  if  such  proxies  were:  (a)  Ob¬ 
tained  in  connection  with  an  annual 
proxy  solicitation,  or  (b)  obtained  from 
savings  accountholders  if  such  proxies 
are  voted  in  accordance  with  a  majority 
vote  of  the  institution’s  entire  board  of 
directors,  or  by  a  committee  of  such  di¬ 
rectors. 

HL  Rsvised  Insuhance  Regulation 

1563.17:  BCanagekent  and  Financial 

Policies 

Previously  required  compensation  to 
officers,  directors,  and  emidoyees  of  in¬ 
sured  institutions  and  their  service  cor¬ 
porations  to  not  be  in  excess  of  that 
which  is  reasonable  and  commensurate 
with  their  duties  and  responsibilities. 
Revised  to  make  clear  that  the  term 
“employees”  Includes  former  officers,  di¬ 
rectors.  and  employees  who  regularly 
perform  services  for  the  institution  or 
service  corporation  pvu^uant  to  consult¬ 
ing  contracts. 

IT.  NEW  Insurance  Regulation  {  563.33: 

DnscTORS,  Officers  and  Enplotees 

A.  Sets  forth  recommended  guidelines 
concerning  composition  of  boards  of  di¬ 
rectors  of  insured  institutions.  Such 
guidelines  will  be  used  in  the  future  as 
condlticms  of  insurance  for  newly  in¬ 
sured  institutions  and  apply  for  five 
years.  Limitations  concerning  directors 


i 

or  offleers  contained  in  existing  condl- 
tfoDB  of  insurance  are  eliminated  as  to 
all  iDsored  institutions  agrroing  to  fol¬ 
low  the  guidelines.  The  giildelines  are  as 
fallows:  I 

U  A  majority  to  live  or  work  in  institu- 
ikm’S  normal  lending  territory; 

2.  Not  more  than  to  be  salaried  of¬ 
ficers  or  employees  of  institution  or  any 
subsidiary  or  holding  company  affiliate 
thereof; 

3.  Not  more  than  2  to  be  members  of 
same  ImmEdlate  family; 

4.  Not  laore  than  1  to  be  attorney  with 
sanselaspfirm;  and 

5.  Sk  NOBe  to  be  directors  of  another 
flnanetal  institution  or  holding  company 
affiliate  thereof  other  than  a  commer¬ 
cial  bank  or  trust  company:  and 

b.  Not  more  than  ^  to  be  directors  of 
a  eoBunercial  bank,  trust  company,  or 
holding  company  aflUiate  thereof;  and 

e.  Not  more  than  1  to  be  director  of 
same  commercial  bank,  trust  company, 
or  hol(ttEig  company  affiliate  thereof;  and 

d.  NOnc  to  be  salaried  officers  or  em¬ 
ployees  of  other  financial  institutions  or 
holding  company  affiliates  thereof. 

e.  ENoq^tion  from  all  guidelines  in  (5) 
for  dtrsetors,  officers,  and  employees  of 
other  financial  institutions  and  their 
holdfeig  company  affiliates  if  part  of  the 
same  8CL  holding  company  as  the  in¬ 
sured  institution,  or  if  neither  the  finan¬ 
cial  insUtetion  nor  any  financial  insti¬ 
tution  whleh  is  a  holdi^  company  affil¬ 
iate  thereof  has  an  office  in  any  county 
or  standard  metropolitan  statistical  area 
in  which  the  insured  institution  has  an 
office,  or  within  any  coimty  or  SM8A 
from  which  .such  insured  institution  re¬ 
ceives  either  more  ttian  $5,000,000  in  sav¬ 
ings  or  5  poeeat  at  its  savings  accounts. 

B.  Precludes  salaried  officers  of  insured 
inetitttttons  from  becoming,  and  after 
1978  asmnal  meeting  from  continuing  to 
serve  aa,^  salaried  officers  or  employees 
of  other  financial  institutions  or  holding 
eompsenr  affiliates  thereof.  All  exceptions 
in  (AXfiXe)  are  applicable  to  this  pro- 
hlbttioiL 

C.  Proldbits  use  of  onployees  of  in¬ 
sured  feutltutlon  or  its  subsidiaries  to  do 
work  during  the  hours  of  their  employ¬ 
ment  by  the  institution  or  subsidiary  for 
say  nffllinted  person  without  emnpensa- 
tli(A  to  the  institution  or  subsidiary. 

V.  Rbvssbd  insurance  Regulation 
1 58S;24:  Deposit  Relationships 

Reslacd  regulation  prohibits  an  in¬ 
sured  instltutioni  or  subsidia^  thereof 
frmn  having:  a  dfeposit  relationship  with 
an  affiliated  person-  of  the  institution,  or 
with  any  financial  institution  or  hold¬ 
ing  company  aflUlate  thereof  of  which  an 
afnilfltvd  person  of  the  institution  is  a 
director.  If  maintenance  of  such  deposit 
r^ttonship  has  been  specifically  disap¬ 
proved  by  the  Principal  Supervisory 
Agent.  Also  prohibits  a  new  deposit  re¬ 
lationship  at  this  type  (including  a  new 
Intertock  involving  an  existing  deposit  re-_ 
ladondMpT  without  the  approval  of  the' 
Prlneipal  Supenrtsery  Agmt.  Factors  to 
be  consUkBMd  Im  tee  Principal  Super¬ 
visory  Acenl  asksst  forth.  ^ 
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VI.  RBTtagKD  msiTRAHCB  RBCTTLATXOII 
1 593  J5:  RBsnticTioifS  ImroLTUve  IiOin 

8EBT1CM 

A.  No  insured  InstltutkMi  or  subsidiary 
thereof  may  make  a  loan  on  condition 
that  the  borrower  contract  with  any  q^e- 
rtfte  person  or  organization  for  the  fol¬ 
lowing: 

1.  Insurance  services  (as  an  agent, 
broker,  or  underwriter),  except  insur¬ 
ance  or  guarantee  provided  by  a  govern¬ 
ment  agency  or  private  mortgage  insur¬ 
ance; 

3.  Building  materials  or  construction 
services: 

3.  Le^  services  rendered  to  the  bor- 

4.  Services  of  a  real  estate  agent  or 
broker;  or 

5.  Real  estate  or  property  management 
services. 

B.  An  insured  institution  or  subsidiary 
thereof  must  notify  home  borrowers 
(home  defined  in  1 541.10-2  as  1-4  family 
dwelling)  at  or  prior  to  commitment  of 
their  right  to  select  the  person  or  organl- 
BBtlon  rendering  insurance  services. 
However,  an  Institution  or  subsidiary 
could  refuse  to  make  a  loan  if  it  believed 
on  reasonable  grounds  that  Insurance 
services  provided  by  the  person  or  or- 
ganhmtion  selected  by  borrower  would 
afford  it  tnsufDcient  protection. 

C.  An  Insured  institution  or  subsidiary 
thereof  may  require  home  borrowers  to 
reimburse  it  for  legal  services  rendered 
to  it  by  its  attorney,  or  to  directly  pay 
for  such  services,  only  if  the  fee: 

1.  is  limited  to  legal  services  attribut¬ 
able  to  such  loan; 

2.  if  in  excess  of  $100,  is  supported  by 
a  statement  prepared  by  or  on  behalf  of 
the  attorney  (a)  describing  the  legal 
services  performed,  (b)  setting  forth  the 
time  ^Mit  and  the  hourly  rate  or  other 
basis  for  determining  the  fee,  (c)  stav- 
tog  that  such  legal  seirioes  are  performed 
for  the  institution  and  not  for  the  Ixw- 
rowcr,  and  (d)  stating  that  such  servloes 
are  paid  for  by  the  borrower; 

9.  is  reasonable  and  commensurate 
with  the  legal  services  performed;  and 

4.  is  separately  itemized  on  the  loan 
settlement  itheet  and  identified  as  a  fee 
to  the  lender's  attorney. 

Vn.  Nzw  Insurancx  BzcuuiTunr 
i  563.40:  PATitsMT  or  T^xs  to  Ar* 
rXUAXXD  PXBSOKS 

A.  Prohibits  aflUlated  persons  of  an 
insured  institution  fnxn  receiving,  di¬ 
rectly  or  Indirectly,  loan  procurement 
fees  from  the  institution,  any  subsidiary 
thereof,  or  any  other  source. 

B.  Apifiies  the  kickback  and  unearned 
fee  prohft)ltlons  in  sec.  8  of  the  Real 
■state  Settlement  Procedures  Act  of 
1074  (RESPA)  to  all  loans  by  insured 
institutions  and  their  subsidiaries  se¬ 
cured  by  real  propoiy,  whether  or  not 
covered  by  RBSPA.  (RESPA  generally 
covers  only  1-4  family  loans.) 

Vin.  New  IWSTTXANCX  RxCTULATIOR 
1 563.41:  Rxsnxcnom  Ow  Rbal  Pxop- 
'  BTT  TSAUSACTIOIIB  WITH  ATTILZATSD 
Pbsohs. 

A.  Prohiblls  insured  instttntloQS 
their  subsidiaries  from  purchasing  from. 


jointly  owning  with,  selling  to,  or  leasing 
from  an  afflUated  person  of  such  institu¬ 
tion  any  interest  in  real  property. 

B.  Exceptions  for: 

1.  Joint  ownerships  in  existence  on 
effective  date; 

'  3.  Purchases  from  affiliated  persons  ot 
their  interests  in  real  property  jointly 
owned  on  effective  date; 

3.  Sales  to  affiliated  persons  of  Interest 
of  institution  or  subsidiary  in  real  prop¬ 
erty  Jointly  owned  on  effective  date; 

4.  Lease  of  real  property  on  which  the 
institution  or  subsidiary  maintains  an 
(ffilce  or  has  applied  to  maintain  an  office 
existing  on  effective  date; 

5.  Renewal  of  any  lease  in  (4) ; 

6.  Purchase  of  real  property  being 
leased  by  the  institution  utuler  (4)  or 
(5) :  and 

7.  Lease  (including  renewals)  of  real 
property  on  which  the  instltuticm  or  sub¬ 
sidiary  will  maintain  an  office,  if  the 
space  being  leased  is  not  more  than  15 
percent  of  the  total  space  available  for 
lease  in  the  office  building  or  6h(9plng 
center. 

C.  Exceptl<m8  (2).  (3).  (5).  (6)  and 
(7)  are  subject  to  the  following  condi¬ 
tions: 

1.  Transaction  must  be  approved  In 
advance  by  Principal  Supervisory 
Agent; 

3.  Terms  of  the  transaction  must  be 
fair  to',  and  in  best  Interests  of,  insti¬ 
tution  or  subsidiary; 

3.  Price  must  be  supported  by  inde¬ 
pendent  appraisal  not  prepared  by  af¬ 
filiated  person  of  institution;  and 

4.  Transactiem  must  be  approved  in 
advance  by  a  disinterested  majority  of 
the  board  of  directors  of  the  institution 
or  subsidiaiy.  with  full  disclosure  of  the 
terms  oi  such  transaction;  infonnatlan 
to  be  included  in  disclosure  is  set  forth. 

IX.  Nxw  UisuXAircx  RxcuUiTlOH  S  563.43: 

Rxstrictiohs  oh  Loams  and  Otbxx  In- 

vxsrnsxMTS  iMVOLvnro  ArrxLiATZD  PXt- 

SOMS 

A.  Prcdiibits  insured  institutions  and 
their  subsidiaries  from  migaging  in  loan 
and  other  transactions  with  affiliated 
parsons.  Exceptions  feu:  loans  in  the  or¬ 
dinary  course  of  business,  not  Involving 
more  than  normal  risk  of  collectibility 
or  any  other  unfavorable  features,  which 
are  of  the  following  types: 

1.  Loans  secured  by  a  single-family 
dwelling  owned  and  occupied  as  the  Ixur- 
rower’s  principal  residence; 

2.  Loans  aggregating  not  more  than 
$10,000  for  constructing,  adding  to.  im- 
provli^  altering,  repairing,  equippl^  or 
furnishing  a  sin^-family  dwelling 
owned  and  occupied  as  the  borrower’s 
principal  residence; 

3.  Loans  secured  by  a  mobile  hmne 
oamed  and  occupied  as  the  borrower’s 
principal  residence; 

4.  Loans  secured  by  savings  accounts 
maintained  by  the  affiliated  persem  at  the 
institution; 

6.  Loans  aggregating  not  more  than 
$10,000  for  payment  oi  educatkmid  ex¬ 
penses;  and 

6.  Oonsmner  locms  aggregating  not 
m(He  than  $10,000,  including  loans  under 
(2). 


Loems  excepted  under  (1),  (2),  (3),  (5) 
and  (6)  must  be  approved  in  acVance  by 
a  disinterested  majority  of  the  board  of 
(lirectors  of  the  institution  or  subsidiary, 
following  full  disclosure  of  the  loem 
terms;  Information  to  be  included  in  dis- 
clostuv  is  set  forth. 

B.  Prohibits  insured  institutions  and 
their  subsidiaries  from  engaging  in  the 
following  types  of  transactions  with 
third  persons: 

1.  Making  to  or  purchasing  from  third 
persons  loans  secured  by  property  ac¬ 
quired  directly  from  an  affiliated  person; 
exception  for  loans  purchased  through 
secondary  market,  such  as  FHLMC,  and 
for  loans  on  property  which  was  prin¬ 
cipal  residence  of  afliliated  person  prior 
to  its  sale; 

2.  Making  or  purchasing  loans  secured 
by  property  in  which  an  affiliated  person 
has  a  security  Interest ; 

3.  Accepting  securities  of  an  affiliated 
persem  as  loan  collateral ; 

4.  Maintaining  compensating  balances 
with  respect  to  a  loan  by  a  third  party  to 
an  affiliated  person;  and 

5.  Guarantees  or  take-out  commit¬ 
ments  with  respect  to  a  loan  by  k  third 
party  to  an  affiliated  person. 

X.  Nxw  INSUXAMCX  Rxgulation  i  563.45: 

Dssclosusx 

A.  Annual  reports.  Requires  an  insured 
institution  to  send  either  an  annual  re¬ 
port,  or  notice  of  meeting  stating  that 
such  roTort  is  available  upon  request,  to 
members  having  2  or  more  votes  at  least 
20  days  (30  days  tai  the  case  oi  the 
notice)  before  each  annual  meeting,  be¬ 
ginning  with  annual  meeting  in  1978. 
Disclosure  in  annual  report  not  a  de¬ 
fense  to  supervisory  action. 

B.  Exceptions.  Exceptions  for  institu¬ 
tions  with  assets  under  $15,000,000  or 
which  are  subject  to  the  proxy  solicita¬ 
tion  requirements  of  the  Securities  &  Ex- 
chsmge  Act  of  1934.  However,  institutions 
under  $15,000,000  in  assets  still  must  file 
annual  reports  with  the  Corporatl(m  for 
any  year  as  to  which  certain  conditions 
are  not  met,  and  may  be  re<ialred  (cm  an 
ixKltvidual  basis)  to  make  their  reports 
available  under  co^in  circumstances  to 
persons  having  at  least  2  votes.  Also  an 
exception  for  any  institution: 

1.  IBivlng  a  board  of  directors  in  ac¬ 
cordance  with  the  guidelines  in  §  563.33 
(a), 

2.  Whose  aflUlated  persons  have  not 
engaged  la  material  transactions  with 
the  Institution  or  any  subsidiary  thereof 
since  the  beginning  of  the  institution’s 
last  audit  period,  and 

3.  If  proxleB  solicited  by  such  institu- 
tton  from  sarings  acconntholders  and 
borrowers  In  oomiectlon  with  election  of 
directors  (other  than  in  conneetkm  with 
an  annual  proxy  solicitation)  are  voted 
as  directed  by  a  majority  vote  of  its  board 
of  directors,  or  by  a  committee  oi  such 
dtrectors. 

C.  Content  of  annual  reports.  Annual 
reports  must  c(mtaln  information  con¬ 
cerning: 

1.  Directors  and  nominees  for  direetor- 
ship.  Including  names,  ages,  immediate 
family  relationships  with  others  in  the 
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Imtltutlon's  management,  and  principal 
occupi^ns; 

2.  fflmiiftr  information  as  to  officers; 

S.  The  voting  rights  of  each  class  of 
persons  having  such  rights; 

4.  Proxies,  including  the  method  hr 
which  management  solicits  proxies  for 
electkm  of  directors,  the  names  and  po¬ 
sitions  of  persons  holding  these  proxies, 
and  whether  they  are  revocable; 

5.  Changes  in  controlling  persons  ot 
the  Institution; 

6.  Direct  remimeratlon  of  manage¬ 
ment,  with  toted  for  officers  and  directors 
as  a  group  and  individual  r^uneration 
(if  in  excess  of  $40,000)  for  three  highest 
paid  officers  and  each  director; 

7.  Annuities,  pensions,  and  retirement 
b^eflts; 

8.  Loans  to  affiliated  persons,  except 
for  loans  permitted  imder  i  563.43  (b) 
which  are  on  comparable  third  party 
terms  (including  interest  rates  and  col¬ 
lateral),  with  disclosure  for  loans  at 
below  market  Interest  rates  to  officers  as 
a  group  but  not  Individually; 

9.  Transactions  with  the  institution  or 
subsidiary  thereof  in  which  affiliated  per¬ 
sons  have  a  material  ($40,000  in  the  ag¬ 
gregate)  interest,  including  (a)  loan 
transactions  in  which  such  a  person  is 
acting  as  attorney  or  appraiser  for  the 
institution  or  subsidiary  (and  is  not  a 
full  time  salaried  officer  or  employee 
thereof),  builder,  escrow  agent,  or  real 
estate  agent/broker,  (b)  loan  transac¬ 
tions  in  connection  with  which  such  a 
person  acts  as  an  insurance  agent/ 
tooker  or  underwriter,  supplier  of  title 
examination  or  abstract  services,  or  sup¬ 
plier  of  building  materials  if  such  per¬ 
son  was  selected  by  or  on  the  basis  of  a 
referral  from  the  institution  or  subsid¬ 
iary,  and  (c)  loan  transactions  in  con¬ 
nection  with  which  an  affiliated  person 
acts  as  a  building  materials  supplier  if 
the  institution  or  subsidiary  thereof 
knows  that  such  person  is  acting  in  such 
capacity; 

10.  Options  to  purchase  securities; 

11.  Transactions  between  affiliated 
persons  and  pension  and  other  similar 
plans  of  the  institution  or  any  parent 
company  or  sid>sidiary  thereof; 

12.  The  business  d(me  by  such  institu¬ 
tion,  in  brief  terms;  and 

13.  Financial  statements  for  the  in¬ 
stitution’s  last  two  audit  periods. 

D.  Financial  statements.  Financial 
statements  must  include  statements  of 
financial  condition,  income,  retained 
earnings,  and  changes  in  financial  posi¬ 
tion.  They  must  be  audited  and  accom¬ 
panied  by  the  accountant’s ,  rep(Mt.  If 
smdited  statements  are  not  within  120 
days  of  annual  meeting,  updated  unau¬ 
dited  statements  also  required. 

E.  Filing.  Annual  report  and  notice  of 
meeting  to  be  pid)licly  filed  with  Board 
conciurently  with  mailing,  unless  Board 
detomlnes  previous  material  to  be  mate¬ 
rially  deficient,  in  which  case  pri(Nr  filing 
and  authorization  to  use  material  re¬ 
quired  before  mailing. 

By  Resolution  No.  75-863,  dated  Sep¬ 
tember  15,  1975,  the  Federal  Home  Loan 
Bank  Board  proposed  to  amend  Parts 
561  and  563  of  the  rules  and  regulations 


for  Ins(urance  of  Accounts  (12  CFR 
Parts  561  and  563)  and  Pari  545  of  the 
Rules  and  Reinilatfons  for  the  Federal 
Savings  and  Loan  BysUm  (12  CFR  Part 
545)  in  order  to  reg^te  conflicts  of  in- 
twest  more  effectivriy  and  to  ensiu^  in- 
dependMice  of  boards  of  directors.  The 
pr(HX)sal  sought  to  acconydi^  the  first 
objective  by  restricting  various  types  of 
conflict  of  interest  practices  which  ttie 
Board  believes  are  unsafe  and  unsound 
or  inconsistent  with  economical  hmne 
financing.  It  sought  to  accomplish  the 
second  objective  by  prescribing  a  number 
of  requlremmts  concerning  composition 
of  insured  institution  boards  of  directors. 

These  proposed  amendments  were  pub¬ 
lished  in  the  Federal  Rbgisrr  on  Sep- 
traiber  23.  1975  (40  FR  43832-47),  for 
public  comment  until  November  10.  1975. 
This  45-day  comment  period  followed 
extensive  pid>lle  ccxnment  in  connection 
with  the  Board’s  preceding  proposal  in 
these  areas  (Board  Resolution  No.  74- 
1219;  November  22.  1974;  39  FR  42382- 
91)  which  had  a  commmt  period  from 
December  5,  1974  through  February  20, 
1975.  In  furtherance  of  its  objectives  in 
proposing  amendments  in  these  areas, 
the  Board  considets  it  desirable  to  adopt 
final  amendments  as  described  below.  In 
conjunction  with  these  amendments,  the 
Board  also  cemsiders  it  desirable  to  pro¬ 
pose  amendments  conceming.8Qltoitatlon 
of  proxies  by  insured  institutions  (Board 
Resolution  Na  76-589;  August  18, 1976). 

'The  amradments  to  Parts  561  and  563 
(12  CFR  Parts  561  and  563)  adbpted  by 
this  resolution  add  fourteen  new  sections 
thereto  and  revise  four  existing  sections 
thereof.  The  amendments  to  Part  545 
(12  CFR  Part  545)  revise  nine  sections 
thereof  by  revoking  certain  provisions  in 
these  sections  to  the  extent  that  svtch 
provisions  are  rendered  Inconsistent  or 
redundant  by  the  amendments  to  Parts 
561  and  563.  These  conforming  amend- 
n^ents  to  Part  545  are  necessary  because 
Federal  savings  and  loan  associations  are 
presently  circumscribed  in  their  ability 
to  engage  in  some  of  the  practices  to 
which  the  amendments  to  Parts  561  and 
563  apply  differoit  restrictions  with  re¬ 
spect  to  all  insured  institutions.  Because 
these  amendments  to  Part  545  are  con¬ 
forming  in  nation  and  all  but  two  were 
discussed  in  considerable  detail  in  the 
preambles  of  both  proposals,  (see  40  FR 
43833-43  and  39  FR  4283-88),  the  dis¬ 
cussion  in  this  resolution  of  the  amend¬ 
ments  to  Part  545  is  somewhat  abbrevi¬ 
ated.  The  two  FMeral  regulation  amend¬ 
ments  which  were  not  discussed  in  the 
proposal — amendments  to  {$  545.23  and 
545.6-18 — are  diesussed  in  this  preamble. 

This  resolution  does  not  adopt  pro¬ 
posed  S  563.42,  captioned  Independent 
office  facilities,  because  the  Board  has 
concluded  that  the  problem  addressed  by 
this  provision  is  adequately  dealt  with 
by  the  existing  requirement  of  independ¬ 
ent  facilities  in  its  agreements  with  in¬ 
sured  institutions,  e.g..  standard  Condi¬ 
tions  of  Insurance  and  Agreement  tor 
Operating  Policies.  The  Board  notes  that 
nonadoption  of  pr<vosed  §  563.42  is  not 
intended  to  abrogate  any  such  existing 
requirement.  It  is,  however,  the  Board’s 


Intention  to  consider  as  a  separate  mat¬ 
ter  whether  it  should  in  the  future  im¬ 
pose  this  condition  selectively,  based  on 
whether  a  proposed  nonindependent  fa¬ 
cility  would  or  would  not  be  appropriate 
to  the  operations  of  an  Insured  institu¬ 
tion.  eg.,  iriiether  a  particular  pn^xMed 
shared  facility  could  be  misleading  to 
the  public  or  otherwise  inappropriate, 
and  whether  it  should  modify  its  existing 
agreements  with  Insured  institutions  on 
this  matter. 

The  Board  also  notes  that  its  decision 
not  to  ad(9t  a  regulation  requiring 
ground-floor  quaiters  reflects  its  deter¬ 
mination  that  no  such  requirement  is 
necessary  (See  40  FJR.  43834) .  It  is  there¬ 
fore  the  Board’s  lntenti<m  that,  unlike 
the  matter  of  Ind^ndent  quarters, 
ncmadoption  of  the  ground-floor  quarters 
requirement  abrogates  this  requirement 
in  all  its  existing  agreements  with  in¬ 
sured  instituti(Xis. 

To  facilitate  understanding  of  this 
complex  set  of  amendments,  each  new  or 
revised  Insurance  Regulation  will  be  ex¬ 
plained  separately.  As  an  additional  aid 
to  the  reader,  related  amendments  are 
discussed  together  under  the  following 
four  headings:  (I)  Composition  of 
Boards  of  Directors  and  Disclosure;  (II) 
Deposit  Relationships;  (HI)  Restrictions 
Concemlng  Loan  Services;  and  (IV)  Re¬ 
strictions  Concerning  Affiliated  Persons. 

CoMPOsrrioif  or  Boards  or  Directors  and 
Disclosure  ' 

A.  New  §  563.33:  Directors,  officers  and 
employees.  Section  563.33(a)  sets  forth 
guidelines  concemlng  the  composition  of 
insured  institution  boards  of  directors — 
in  place  of  the  requirements  in  this  area 
which  were  contained  in  the  proposal. 
The  Board  believes  these  guidelines — 
which  are  gmerally  less  stringent  than 
the  proposed  requirements — together 
with  the  revisions  of  proposed  new 
9  563.45,  captioned  disclosure,  will  in¬ 
crease  the  Independence  of  boards  of  di¬ 
rectors  of  insured  instltuticms.  No  insured 
institution  which  agrees  in  writing  with 
the  Corporation  to  comply  with  all  of 
the  guidelines  need  continue  to  c(Hnply 
with  any  present  conditiem  of  Insurance 
or  provision  of  its  agreement  for  oper¬ 
ating  policies  concerning  board  composi¬ 
tion.  However,  the  Board  plans  to  revise 
its  standard  conditions  of  insurance  and 
agreement  for  operating  policies  so  as  to 
require  institutions  which  become  Fed¬ 
erally-chartered  or  Insured  after  the  ef¬ 
fective  date  of  9  563.33  to  comply  with 
the  guidelines  for  a  five-year  period. 

Before  turning  to  the  guidelines  them¬ 
selves,  three  deflnltl(xis  should  be  partic¬ 
ularly  noted.  Besides  being  used  in  the 
guidelines,  they  are  used  throughout  the 
other  amendments  adopted  by  this  res¬ 
olution. 

The  term  “financial  institution”  was 
defined  in  the  proposal  to  mean  any  sav¬ 
ings  and  loan  association,  building  and 
loan  association,  homestead  associatiim. 
cooperative  bank,  mutual  savings  bank, 
cwnmerclal  bank,  or  trust  compamr — but 
not  a  Federal  Home  Loan  Bank.  This 
term  has  the  same  meaning  as  in  the 
proposal,  except  that  the  Bank  for  Itev- 
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Ings  and  Loan  Associations  In  Chicago, 
mnols.  Is  also  exclnded. 

The  teim  *liol(llng  company  afflUate” 
Is  new,  and  replaces  the  less  explicit  term 
’‘affiliate.**  A  “holdlnff  company  affiliate* 
of  an  Insured  bistltatlon  Is  a  savings  and 
loan  holding  company  of  which  sw^  in> 
stltotlon  Is  a  subsidiary  (as  defined  In 
9  583.14)  and  any  other  subsidiary  ol 
such  holding  company  other  than  a  sub¬ 
sidiary  of  the  Insm^  Institution  <e.g.  a 
service  corporation).  A  "holding  com- 
xmny  affiliate”  of  a  bank  is  a  bank  holding 
company  of  which  the  bank  Is  a  subsidi¬ 
ary  and  any  other  subsidiary  of  such 
holdbig  company.  The  coverage  ol  the 
term  "holdir^  company  affiliate”  and  of 
the  proposed  term  "affiliate”  is  essen¬ 
tially  the  same. 

The  term  "subsidiary”  has  the  same 
meaning  as  in  f  584.14  of  the  Holding 
Company  Regulations  (12  CFR  Part 
684.14) — ^viz..  an  entity  which  is  at  least 
25  percent  controlled.  This  term  replaces 
Die  less  general  term  "service  corpora¬ 
tion  affiliate.”  which  was  defined  In  terms 
of  at  least  50  percent  controL  This  per¬ 
centage  test  has  been  changed  because 
the  Board  believes  25  percent  ownership 
generally  involves  sufficient  control  to 
warrant  characterization  of  the  entity  so 
owned  as  a  subsidiary.  In  this  connec¬ 
tion,  It  should  be  noted  that  the  new  term 
*1?arant  company”  (which  Is  used  In 
many  of  the  amendments  adopted  by  this 
Resolution,  but  not  in  the  guidelines  on 
board  composition)  has  the  same  defini¬ 
tion  as  In  9  584.10  of  the  Holding  Com¬ 
pany  Regulations  (12  CFR  Part  584.10) — 
vis,  a  c<Mnpany  ahich  has*  at  least  25 
percent  control  of  another  company. 

The  guidettnes  adopted  by  this  resolu- 
tkm  address  the  same  five  areas  as  did 
the  proposed  requirements.  First.  9  583.33 
(aXl)  suggests  that  a  majority  of  the 
directors  of  an  insured  institution  either 
live  or  work  in  the  institutimi’s  normal 
lending  territory.  This  gulddine  is  iden¬ 
tical  to  the  oorresp(mdlng  reshiction  In 
tile  proposal.  ^ 

Beeond,  9  583.33<a)  <2)  suggests  that 
not  more  than  one-third  of  the  directors 
of  an  insured  institutian  be  salaried  of- 
flcera  or  employees  of  the  Institution  or 
of  any  affiliated  person  thereof.  *Ihis 
guideline  differs  from  the  corresponding 
restriction  in  the  proposal  In  that  the 
proposal  would  have  limited  olBcer/em- 
ido^  service  on  a  board  (whethmr  or 
not  salaried  as  offlcezs  or  employees)  to 
the  lesser  of  two  or  one-third,  with  a 
limited  exceptkm  In  connection  with 
mergers.  The  Board  believes  that  the 
"one-third”  guideline  will  prove  more 
flexible  than  the  proposed  restriction. 

Third,  9  563.33<a)  (3)  suggests  that  the 
board  of  an  insured  institution  not  have 
more  tha^two  directors  who  are  mem¬ 
bers  of  ttie  same  immediate  family.  (The 
deflnitk)n  of  the  tenn  "immediate  fam¬ 
ily”  is  discussed  In  Part  IV  of  this  pre¬ 
amble,  and  is  unchanged  from  the  pro¬ 
posal.)  This  guideline  Is  less  restrictive 
than  the  c<MTespondlng  provision  in  the 
proposal — whl^  wewld  have  limited 
membership  from  (me  tanmediate  family 
on  a  board  to  the  lesser  of  two  or  one- 
third  of  the  directors  on  such  board. 


Fourth,  9  58S.33(a)  (4)  suggests  that 
an  lx)8ur^  tnstltutl(m  not  have  more 
than  one  director  who  Is  an  attorney  with 
any  one  law  Arm.  Tlds  guideline  Is  Iden¬ 
tical  to  the  corresponding  restriction  In 
the  proposal. 

Ftf^,  9  563.33  (a)  (5)  (1)  suggests  that 
no  directors  of  an  Insiued  institution  be 
directors  of  other  financial  Institatlans 
or  their  holding  company  affiliates,  other 
thsm  a  commercial  bank  or  trust  com¬ 
pany.  Section  S6S.S3(a)  (5)(1U  suggests 
that  not  more  than  one-third  of  the  di¬ 
rectors  of  an  insured  Institnticm  be  di¬ 
rectors  of  commercial  hanks,  trust  com¬ 
panies,  or  holding  company  affiliates 
thereoL  This  guideline  differs  from  the 
corresponding  restriction  In  the  proposal 
in  that  the  proposal  would  have  limited 
service  by  directors  of  all  other  financial 
Institutions  and  their  affiliates  to  the 
lesser  of  two  or  one-third  of  an  Insured 
institution’s  board,  with  an  exception  for 
full-time  salaried  officers  and  employees 
of  such  Insured  Institution.  The  guide¬ 
line  differs  only  slightly  from  the  provl- 
skm  on  this  matter  In  the  Board’s  stand¬ 
ard  conditions  of  insurance  for  newly 
Insured  InstltutlaDs  which  presently  re- 
(lulres  that  less  than  one-third  of  an  In¬ 
sured  Institution’s  directorate  be  also  di¬ 
rectors  of  banks  and  that  ncme  be  direc¬ 
tors  of  any  other  savings  and  loan  tyx>e 
Institution,  Including  mutual  savings 
banks.  Although  the  Board  has  decided 
that  no  further  change  is  presently  re- 
qhred  from  the  policy  on  this  matter 
reflected  in  the  sbmdard  oondlticms.  It 
may  reconsider  this  decision  In  the  fu¬ 
ture  if  such  reconsideration  appears 
necessary  or  appropriate. 

Section  S63.33(a)  (5)  (ill)  suggests  that 
not  more  than  one  director  of  an  insured 
Institution  be  a  director  of  the  same  com¬ 
mercial  bank,  trust  company,  or  holding 
company  affiliate  thereof.  This  guideline 
Is  the  same  as  the  corresponding  re¬ 
striction  In  the  proposal,  except  that  It 
does  not  apply  to  savings  and  loan  type 
Instltuttom  because  the  gulddlnes  sug¬ 
gest  that  there  be  no  interlocks  with  such 
instttattons,  as  discussed  above. 

Section  563.33(a)  (5)  (iv)  suggests  that 
no  directors  of  an  insured  Institution  be 
salaried  officers  <»’  employees  of  other 
flnaneial  Institutions  or  their  holding 
company  affiliates.  This  gtthMlne  Is  Iden¬ 
tical  to  the  corresponding  restriction  In 
the  proposal,  exceiA  that  It  only  pertains 
to  "salaried”  officers  and  onployees  of 
other  flnaneial  institutions  and  their 
holding  ecxnpany  aflUlates.  As  with  the 
Instances  in  9  5^-33  where  references  to 
officers  or  onidoyees  have  been  (Ranged 
to  "salaried”  (^!kers  or  onployeeB,  this 
change  Is  based  on  the  premise  that  a 
person  soring  in  two  potentially  conffict- 
Ing  capacities  will  be  more  loyal  to  the 
entity  whleh  pays  him  a  salary. 

Section  563.33(a)  (5)  (V)  provides  for 
an  exceptl(m  from  the  guidelhies  set 
forth  In  99  563J3(a)(5)(l)-(lv)  for  di¬ 
rectors.  officers  and  employees  of  other 
financial  Institutions  and  their  holding 
company  affiliates  which  are  ixut  of  the 
same  savings  and  loan  holding  (xxnpany 
as  the  insured  Institution.  The  proposal 
(wntained  a  similar  holding  company  ex¬ 
ception.  Section  563.33(a)  (5)  (V)  also 


provides  for  an  exoeptton  if  neither  the 
financial  InsUtntlon  nor  any  flnanclaT  in¬ 
stitution  which  Is  a  bidding  cbimxuiy  af- 
flSste  thereof  has  an  office  in  any  county 
or  standard  metrop<dltan  statlstleal  area 
In  which  the  instned  Institution  has  an 
office,  nor  within  any  county  or  SMSA 
from  which  such  Insured  institution  re¬ 
ceives  more  than  15,600.000  or  five  per¬ 
cent  of  its  savings  accounts.  *rhe  excep- 
tlcm  concerning  savings  accounts  Is  new, 
and  ts  Intended  to  make  dear  that  this 
type  of  competition  also  should  be  a  fac¬ 
tor  in  determining  acceptable  represen¬ 
tation  of  other  financial  butitutions  on 
the  board  of  an  insured  institution. 

Section  663.33(c)  pndilbits  salaried  of¬ 
ficers  of  an  insured  Institution  from  be¬ 
coming,  or  after  such  institutions’  1978 
annual  meeting  from  continuing  as,  sal¬ 
aried  officers  or  employees  of  other  finan¬ 
cial  institutions  or  their  bedding  com¬ 
pany  affiliates.  This  prohibition  differs 
from  the  proposal  in  that  this  resolution 
applies  aU  of  the  exceptiems  in  9  563.33 

(a) (5)  to  such  prohibition,  whereas  the 
proposal  would  have  only  excepted  flnan- 
da!  institutions  which  were  affiliates  of 
the  insured  institution.  The  Boeurd  be¬ 
lieves  these  additional  exceptions  are 
appropriate  because  they  address  sltua- 
tlons  In  which  there  presumably  is  no 
significant  competition.  An  Insured  In¬ 
stitution  operating  pursuant  to  a  condi¬ 
tion  of  Insurance  or  a  provision  of  Its 
agreement  for  operating  policies  vhich 
restricts  the  employment  of  its  officers 
need  not  continue  to  comply  with  such 
(x>ndltion  or  provision  after  the  effective 
date  of  9  563.33. 

Section  563.33  (d)  prohibits  an  Insured 
Institution  and  its  subsidiaries  from  per¬ 
mitting  their  salaried  officers  or  employ¬ 
ees  fnxn  doing  work  for  any  affiliate 
persem  of  such  tnstitutiem  or  subsidiary 
during  their  hours  of  emidoyment,  un¬ 
less  such  affiliated  person  compensates 
the  Institution  or  subsidiary  for  the  time 
spent  In  such  work.  This  prohibition  was 
adopted  as  proposed,  except  that  It  has 
been  dartfied  to  refer  only  to  work  done 
for  affiliated  persons*  dindng  the  hburs  of 
employment  of  the  officer  or  employee. 

PndTOsed  9  563.33(f)  would  have  pro¬ 
hibited  dearly  excessive  compensation  to 
directors,  officers,  and  controlling  per¬ 
sons  of  insiired  Institutions  and  their 
service  corporation  affiliates,  and  would 
have  set  forth  standards  for  determining 
when  such  compensation  was  "cleaily  ex¬ 
cessive.”  Because  there  Is  an  existing  In¬ 
surance  R^ulation  In  this  area  (9  563.17 

(b)  ),  the  Board  has  decided  not  to  adopt 
proposed  9  563.33(f) .  However,  the  Board 
does  plan  to  Issue  an  Interpretation  of 
said  9  563.17(b)  to  darlfy  certain  por¬ 
tions  of  that  section.  In  addition,  9  563.17 
(b)  Is  hereby  revised  to  make  clear  that 
former  (tfBcers,  directors,  and  employees 
of  an  Insured  faistitntlon  or  service  cor¬ 
poration  thereof  who  regifiatly  perform 
services  for  the  Institution  or  service  cor¬ 
poration  under  consulting  contracts  will 
be  considered  onployees  of  the  institu- 
ti(ai  or  servloe  corporation  for  purposes 
of  compliance  with  9  563.17(b),  which 
accords  with  previous  Interpretation  of 
9  S63.17(b)  by  the  Board’s  staff. 
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B.  New  S  563.45  Disclosure.  As  lndl> 
cated  at  the  beginning  of  Part  lA.  the 
Board  believes  the  comblnatliKi  of  guide¬ 
lines  c(Hiceming  composltlcn  of  boards 
of  directors  of  Insured  Institutions  and 
revised  S  563.45  on  disclosure  will  pro¬ 
duce  more  independent  boards  of  direc¬ 
tors.  However,  S  563.45  makes  clear  that 
disclosure  required  by  this  section  does 
not  restrict  the  Board’s  authority  to  take 
appnvriate  action  as  to  unsafe  or  un¬ 
sound  practices,  or  violations  of  law  or 
regulatlcm,  req?ectlng  the  matters  dis¬ 
closed. 

As  revised,  S  563.45  requires  an  insured 
institution  (with  three  exceptions)  to 
either  (1)  submit  to  each  member  hav¬ 
ing  two  or  more  votes  an  annual  report 
ccmtainlng  the  Information  specified  in 
Form  AR  at  least  20  calendar  days  prior 
to  its  1978  annual  meeting  and  each  an¬ 
nual  meeting  thereafter,  or  (2)  send  a 
notice  to  such  members  at  least  30  days 
prior  to  any  such  meeting  stating  thjd 
such  a  report  will  be  promptly  provided 
on  request,  and  include  with  the  notice  a 
postage  prepaid  card  for  making  such  a 
request.  For  purposes  ot  complying  with 
this  requirement,  an  institution  may 
determine  its  voting  members  as  of  a  date 
prior  to  the  actual  record  date  for  an  an¬ 
nual  meeting.  The  Board  does  not  believe 
Uils  requirement  (with  the  excepticxis) 
will  prove  unduly  onerous,  because 
nelUier  the  annual  report  nor  the  notice 
of  meeting  need  be  provided  (unless  re¬ 
quested)  to  a  person  having  less  than 
two  votes  (e.g.,  bmrower-members)  and 
because  the  report  itself  need  not  be 
mailed  out  unless  requested. 

(HI  request,  and  include  with  the  notice  a 

The  first  exception  to  the  annual 
report  requirement  is  for  insured  institu- 
ti(His  havingrless  than  $15,000,000  in 
assets:  however,  this  is  a  qualified  excep¬ 
tion,  as  discussed  in  the  following  para¬ 
graph.  While  voting  members  of  such  in- 
stltutl(ms  are  no  less  entitled  to  annual 
report  information  than  voting  monbers 
of  larger  InstitutlcHis,  the  Board  believes 
this  right  must  be  balanced  against  the 
cost  at  mailing  such  reports  (or  a  notice 
thereof) .  In  the  case  of  institutions  with 
less  than  $15,000,000  in  assets,  the  Board 
has  concluded  not  to  require  incurrence 
of  such  cost  at  this  time,  in  the  abs^ce 
of  unusual  circumstances. 

The  exception  from  the  annual  report 
re(iuirement  in  S  563.45(a)  for  InsUtu- 
tions  having  less  than  $15,000,000  in  as¬ 
sets  is  not  unqualified.  Rather,  the  re¬ 
quirements  applicable  to  such  institu¬ 
tions  have  been  scaled  down  to  achieve 
a  reasonable  balance  between  the  ad¬ 
vantages  to  be  gained  from  such  re¬ 
quirements  and  the  cost  considerations 
described  in  the  preceding  paragraph. 
Thus.  8  653.45(d)  merely  recjuires  an  in¬ 
sured  institution  which  has  less  ttian 
$15,000,000  in  assets,  and  which  does  not 
meet  the  three  standards  in  the  third  ex¬ 
ception  (dtscussed  below)  to  the  8  563.45 
(a)  annual  report  requirement,  to  file 
with  the  Board  an  annual  report  which 
meets  the  specifications  of  Form  AR. 
Such  a  report  need  not  be  sent  or  made 
arallaUe  by  the  Institution  to  its  voting 
mead)ei8  pursuant  to  8  563.45(a)  unless 


the  Board  determines  (1)  that  the  an¬ 
nual  report  for  the  preceding  audit  pe¬ 
riod  revealed  events  or  practices  which 
the  Board  believes  should  be  so  disclosed, 
and  (2)  such  evmts  (m:  practices  are  con¬ 
tinuing. 

Ihe  second  exception  to  the  annual  re. 
port  requirement  is  for  insured  stock  in¬ 
stitutions  which  are  subject' to  the  proxy 
solicitation  requirements  of  8  563d.l — ^i.s. 
institutions  registered  under  the  Secu¬ 
rities  and  Exchange  Act  of  1934.  Because 
such  institutions  must  provide. informa¬ 
tion  to  stockholders  in  connection  with 
their  annual  proxy  solicitations  which  is 
considerably  more  elaborate  than  that 
required  pursuant  to  8  563.45,  requiring 
such  institutions  to  also  comply  with  the 
§  563.45  annual  report  requirement 
would  be  superfiuous. 

The  third  exception  to  the  annual  re¬ 
port  requirement  applies  to  any  insured 
institution  which  has  all  of  the  f(dlow- 
ing  three  characteristics.  First,  such  an 
institutl(m  must  have  a  board  of  direc¬ 
tors  which  conforms  to  the  composition 
guidelines  set  forth  in  8  563.33(a)  at  the 
end  of  the  audit  period  preceding  the  in¬ 
stitution’s  annual  meeting,  beginning 
with  its  1978  annual  meeting  (or  its  1980 
meeting  if  directors  are  elected  for  stag¬ 
gered  three-year  terms).  Second,  affili¬ 
ated  persons  of  such  institution  must  not 
have  engaged  subsequent  to  the  effective 
date  of  this  regulation  in  any  transac¬ 
tions  which  would  have  to  be  disclosed 
under  Item  6(e)  of  the  annual  r^rt 
form  during  the  audit  period  prior  to 
the  annual  meeting;  these  transactions 
are  g^ierally  those  in  which  the  affiliated 
person  has  a  material  interest.  Third, 
proxies  solicited  by  such  institution’s 
management  from  savings  acc(Hmt  hol¬ 
ders  and  borrowers  for  the  next  annual 
meeting  (starting  with  the  197$  annual 
meeting) ,  other  than  in  connecti<m  with 
an  annual  proxy  solicitatlcm,  must  be 
voted  as  directed  by  a  majority  vote  of 
the  entire  board  of  directors,  or  by  a 
committee  of  such  directors  if  such  com¬ 
mittee’s  ccHnposition  and  authority  are 
controlled  by  a  majority  vote  of  the  en¬ 
tire  board  and  its  authority  is  revocable 
by  such  a  majority.  This  third  require¬ 
ment  goierally  does  not  invalidate  exist¬ 
ing  proxies,  because  a  vote  by  the  major¬ 
ity  of  a  board  of  directors  would  be  with¬ 
in  the  scope  of  the  type  of  assigning  lan¬ 
guage  used  in  most  proxies — e.g.  ”to  Mr. 
X  or  Mr.  Y,  with  ftdl  power  of  substitu¬ 
tion  in  each  of  than.”  Requiring  a  ma¬ 
jority  vote  would  simply  involve  substi¬ 
tution  of  the  entire  board  for  a  specific 
designated  person  or  perstms. 

The  Board  views  the  exception  de¬ 
scribed  in  the  preceding  paragraph  as  the 
key  to  its  disclosure  regulation,  because 
its  effect  is  to  make  the  disclosure  regula¬ 
tion  optional.  Thus,  an  insured  institu¬ 
tion  which  does  not  desire  to  prepare  an¬ 
nual  reports  meeting  the  requirements  of 
Form  AR  may  choose  not  to  do  so,  pro¬ 
vided  that  such  institution  conforms  to 
the  standards  set  forth  in  the  third  ex¬ 
ception.  One  of  the  points  made  most 
frequently  in  the  public  comments  on  the 
Board’s  proposals  was  that  this  area  is 
an  extremely  complex  oae  involving  di¬ 


verse  needs  and  jHVustlces.  and  that  Board 
regulations  therefore  should  be  as  fiexible 
as  possible.  The  Board  believes  that  the 
alternatives  provided  by  8  563.45  will  pro¬ 
duce  the  deidred  fiexlbillty,  without  Jeop¬ 
ardising  the  Board’s  goals  in  this  area. 

The  report  which  must  be  prepared 
\mder  8  563.45  requires  that  information 
pertinent  to  the  electl(xi  of  directors  of 
an  insured  institution  be  ayaUable  to 
persons  having  voting  rights,  with  some¬ 
what  different  treatment  for  institutions 
having  less  than  $15,000,000  in  assets. 
Proposed  8  663.45  would  have  required 
an  insured  institution  to  make  available 
to  persons  having  voting  rights  certain 
information  concerning  (1)  loans  to  af¬ 
filiated  persons  of  such  institution  and 
certain  of  their  business  associates,  and 
(2)  loan  transactions  in  which  such  per¬ 
sons  had  a  material  interest  by  virtue 
of  acting  in  certain  capacities  with  re¬ 
spect  to  such  transactions — e.g.,  as  the 
institution’s  attorney.  While  information 
in  these  areas  is  necessary  for  persons 
having  voting  rights  to  be  able  to  make 
informed  decisions  concerning  the  elec¬ 
tion  of  directors,  other  types  of  informa¬ 
tion  are  also  relevant  in  making  such 
decisions — e.g..  Information  concerning 
voting  rlfihts  and  proxies,  present  direc¬ 
tors  and  nominees  for  directorships  (such 
as  their  recent  professional  experience) . 
remuneration  of  directors  and  officers, 
changes  in  controlling  persons  of  the  in¬ 
stitution,  and  the  present  financial  con¬ 
dition  of  the  institution.  The  contents 
of  the  annual  report  required  by  8  563.45 
are  very  similar  to  those  of  the  corres¬ 
ponding  portions  of  the  proxy  statement 
form  usM  by  the  Federal  Deposit  In- 
surance  Corporation  (Form  F-5;  12  CFR 
335.51) ;  the  major  differences  between 
them  Involve  deletions  from  the  FDIC 
form  of  certain  material  not  particularly 
relevant  to  the  election  directors  and 
addition  from  the  FPlC’s  annual  report 
form  (Form  F-2;  12  CPU  335.42)  of  ma¬ 
terial  which  is  relevant  to  director  elec¬ 
tion.  ’The  information  required  by  the 
Board’s  annual  report  form  is  also  simi¬ 
lar  to  the  content  of  comparable  forms 
used  by  the  Securities  and  Exchange 
Ck)mmission.  the  Federal  Reserve  Board, 
and  the  Comptroller  of  the  Currency. 

If  an  insurkl  institution  is  required  by 
8  563.45(a)  to  prepare  an  annual  report, 
it  must  file  six  copies  with  the  Board 
concurrent^  with  or  prior  to  their  being 
used  or  transmitted,  together  with  six 
copies  of  any  notice  of  meeting  trans¬ 
mitted  in  lieu  of  such  annual  report. 
Three  of  these  copies  must  be  mailed  to 
the  Principal  Supervisory  Agent  (PSA) 
and  the  other  three  to  the  Securities  Di¬ 
vision  of  the  Board’s  General  Counsel’s 
office  in  Washington.  If  the  Board  deter¬ 
mines  that  the  material  so  filed  faUs  to 
comply  in  any  material  respect  with 
Form  AR,  it  may  require  such  material 
for  three  years  thereafter  to  be  filed  with 
the  Board  and  authorized  for  use  prior 
to  being  transmitted  or  made  available 
to  voting  members. 

The  format  of  the  annual  rep<nt  form 
prescribed  by  8  563.45  (Form  AR)  is  also 
similar  to  the  FDIC  forms  in  this  area 
(as  well  as  the  forms  of  the  other  agen- 
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cles  mentioned  above)  in  that  It  is  a  list 
of  “Items”  of  Information  to  be  disclosed, 
with  each  such  Item  being  followed  by 
a  number  of  Instructions  as.  to  what 
should  be  Included  or  not  included.  Be¬ 
cause  this  format  produces  a  form  rela¬ 
tively  easy  to  read  and  understand,  the 
Board  does  not  believe  it  necessary  to 
describe  the  disclosures  in  detail  in  this 
preamble. 

Tiie  annual  report  form  specified  by 
S  563.45  is  divided  into  eight  items,  as 
follows:  (1)  Nominees  and  Directors,  (2) 
OfiBcers,  (3)  Voting  Rights.  (4)  Proxies 
and  Revocability  Thereof.  (5)  Change  in 
Control,  (6)  Remuneration  and  Other 
Transactions  With  Management  and 
Others,  (7)  Brief  Description  of  Business, 
and  (8)  Financial  Statements.  Item  (6) 
is  in  turn  divided  into  seven  paragraphs, 
as  follows:  (a)  Direct  Remuneration,  (b) 
Aimulties,  Pensions,  and  Retirement 
Benefits,  (c)  Other  Remimeratlon,  (d) 
Loans,  (e)  Transactions  Where  Certain 
Persons  Have  a  Material  Interest,  (f) 
Options  to  Purchase  Securities  and  (g) 
Transactions  Involving  Certain  Pension, 
Retirement.  Savings,  and  Other  Similar 
Plans. 

In  connection  with  new  §  563.45,  it 
should  be  noted  that  S  545.23  has  been 
amended  to  provide  that  a  Federal  asso¬ 
ciation  need  not  mail  or  publish  the 
Statement  of  Condition  required  by  that 
section  to  its  depositors  and  borrowers 
In  connection  with  any  annual  meeting 
with  respect  to  which  the  association  has 
mailed  an  annual  report  meeting  the  re¬ 
quirements  of  Form  AR  to  such  persons. 
The  Board  believes  the  §  545.23  require¬ 
ment  would  be  superfluous  in  such 
instances. 

n.  Deposit  Relationships 

Revised  8  563.34  prohibits  an  insured 
institution  and  its  subsidiaries  from 
maintaining  a  deposit  relationship  with 
any  affiliated  person  of  such  institution 
or  with  any  financial  institution  or  hold¬ 
ing  company  affiliate  thereof  of  which 
an  afifiliated  perscm  of  the  Institution  is 
a  director,  if  maintenance  of  such  re¬ 
lationship  has  been  specifically  disap¬ 
proved  by  the  Principal  Supervisory 
Agent.  This  section  also  prohibits  estab¬ 
lishment  of  such  ]Bk  relationship  (after 
September  30,  1976)  without  prior  writ¬ 
ten  approval  of  the  PSA,  or  maintenance 
of  an  existing  relationship  without  such 
approval  (1)  if  the  financial  institution 
becomes  an  affiliated  person  or  (2)  if  an 
affiliated  person  of  the  insured  institu¬ 
tion  becomes  a  director  of  the  financial 
institution  or  any  holding  cmnpany  affil¬ 
iated  thereof. 

This  revision  produces  a  regulation 
similar  to  existing  8  563.34.  ITie  only  dif¬ 
ferences  are  (Da  different  effective  date 
for  the  requirement  of  PSA  approval 
(the  date  in  existing  8  563.34  is  July  1, 
1972)  and  (2)  a  mcMre  complete  list  of 
standards  to  be  used  in  PSA  approval 
and  disapproval. 

Revised  8  563.34  differs  from  the  pro¬ 
posed  amendments  in  several  respects,  as 
follows.  First,  maintenance  of  existing 
deposit  relationships  is  treated  differ¬ 
ently  from  establishment  of  new  rela¬ 
tionships.  The  proposal  wimld  have 


prohibited  both  maintenance  and  estab¬ 
lishment  after  specified  dates  in  the  ab¬ 
sence  of  PSA  approval.  Because  there 
are  many  such  relationships  presently  in 
existence,  the  Board  believes  it  more  ap¬ 
propriate  to  continue  to  authorize  PSA’s 
to  specifically  disapprove  those  not  con¬ 
forming  to  certain  standards,  rather 
than  to  require  approval. 

Second,  the  revisions  adopted  by  this 
resolution  specify  several  additionsd  fac¬ 
tors  to  be  consi^red  by  PSAs  in  deter¬ 
mining  whether  to  disapprove  an  exist¬ 
ing  deposit  relationship  or  approve 
establishment  of  a  new  relationship.  Al¬ 
though  these  additional  factors  were  not 
previously  in  the  regulation,  they  have 
been  used  by  the  PSAs,  and  the  Board 
believes  it  desirable  that  they  be  made 
part  of  this  regulation.  These  factors  are 
(1)  need  for  the  depository  relationship 
and  availability  of  alternative  deposit 
relationships  not  involving  affiliated  per¬ 
sons,  (2)  the  extent  to  which  affiliated 
persons  have  an  interest  in  the  deposi¬ 
tory.  (3)  wheth^  the  depository  rela¬ 
tionship  has  been  approved  by  a  dis¬ 
interested  majority  of  the  entlro  board 
of  directors  of  the  institution  or  subsid¬ 
iary,  (4)  any  current  supervisory  prob¬ 
lems  involving  the  institution  or  subsid¬ 
iary  and  affiliated  persons  having  an 
interest  in  the  depository,  and  (5) 
whether  the  depository  relationship  was 
established  prior  to  July  1,  1972  (the  ef¬ 
fective  date  of  the  previous  regulatory 
provision  in  this  area) . 

Revised  8  563.34  also  differs  from  the 
proposed  amendments  in  this  area  in 
two  minor  respects.  First,  the  restrictions 
now  apply  to  subsidiaries  of  insured  in¬ 
stitutions  as  well  as  to  the  institutions 
themselves.  The  Board  believes  this  ex¬ 
tension  of  the  restrictions  is  desirable  to 
preclude  their  circumvention  by  having 
a  subsidiary  maintain  or  establish  a  de¬ 
posit  relationship  which  would  not  be 
permitted  for  its  parent  institution.  Sec¬ 
ond,  the  terminology  used  in  revised 
8  563.34  differs  somewhat  from  that  used 
in  the  proposed  amendments.  These 
changes  result  from  changes  to  the  defi¬ 
nition  of  the  term  “affiliated  person” 
(discussed  in  Part  IV,  A  of  this  pre¬ 
amble)  and  do  not  change  the  applica¬ 
tion  of  8  563.34,  except  as  previously  dis¬ 
cussed. 

m.  Restrictions  Concerning  Loan 
Services 

Revised  8  563.35(a),  which  sets  forth 
certain  tie-in  provisions  applicable  to 
insured  institutions,  differs  in  three  re¬ 
spects  from  the  amendments  to  that  sec¬ 
tion  which  were  proposed.  First,  these 
prohibitions  apply  to  subsidiaries  of  in¬ 
sured  institutions  as  well  as  to  the  in¬ 
stitutions  themselves.  The  Board  knows 
of  no  reason  why  subsidiaries  should  be 
permitted  to  Impose  conditions  of  this 
type  in  connection  with  making  loans. 
Second,  the  proposed  clarification  of  the 
existing  tie-in  prohibition  as  to  insur¬ 
ance  services  has  been  modified  to  spe¬ 
cifically  except  private  mortgage  insur¬ 
ance,  because  this  type  of  insurance  does 
not  benefit  the  borrower  in  the  same 
way  as  do  other  types  of  insurance,  and 
the  borrower  does  not  contract  for  It 


with  the  insurer.  This  does  not  consti¬ 
tute  a  substantive  change,  because  pri¬ 
vate  mortgage  insurance  has  previously 
been  excepted  from  this  prohibition  by 
Interpretation.  Third,  the  revisions  add 
a  tie-in  prohibition  as  to  real  estate  or 
property  management  services. 

The  revisions  to  proposed  8  563J5(b), 
which  requires  insured  institutions  to 
notify  home  borrowers  of  their  right  to 
select  the  person  or  organization  pro¬ 
viding  insurance  services,  apply  this  re¬ 
quirement  to  subsidiaries  of  Insured  in¬ 
stitutions  as  well  as  the  institutions 
themselves.  The  Board  believes  home  bor¬ 
rowers  from  subsidiaries  are  entitled  to 
the  same  treatment  in  this  area  as  home 
borrowers  from  insured  institutions. 

Several  revisions  have  been  made  to 
proposed  8  563.35(d)  concerning  pay¬ 
ment  of  the  insured  institution’s  attor¬ 
ney’s  fee  in  connection  with  home  loans. 
This  proposed  amendment  would  have 
permitted  Insured  institutions  to  require 
home  borrowers  to  reimburse  the  insti¬ 
tution  for  such  legal  services  if  three 
conditions  were  met,  and  this  format  is 
continued  except  that  the  restriction  is 
now  applicable  to  subsidiaries  of  insured 
institutions  as  well  as  the  institutions 
themselves.  Two  of  these  conditions  are 
contained  in  the  amendments  adopted 
by  this  resolution — viz.,  (1)  the  attor¬ 
ney’s  fee  must  be  llmlt^  to  legal  serv¬ 
ices  attributable  to  the  loan  (and  not  to 
unrelated  legal  work),  and  (2)  the  fee 
must  be  supported  by  a  statement  pre¬ 
pared  or  by  on  behalf  of  the  attorney  de¬ 
scribing  the  legal  services  performed,  set¬ 
ting  forth  the  time  spent  and  the  hourly 
rate  or  other  basis  for  determining  the 
fee. 

The  first  of  these  conditions  was 
adopted  without  change.  The  second  con¬ 
dition  was  changed  in  four  respects. 
First,  fees  of  $100  or  less  are  excepted. 
’The  Board  does  not  believe  this  type  of 
disclosure  is  necessary  for  fees  of  this 
size,  and  is  also  concerned  that  such  a 
requirement  might  result  in  Increase  of 
such  fees.  Second,  the  statement  pro¬ 
vided  to  home  borrowers  must  also  state 
that  the  legal  services  for  which  the  fee 
is  paid  are  performed  for  the  Institution 
and  not  for  the  borrower,  and  that  such 
services  to  the  institution  are  being  paid 
for  by  the  home  borrower.  The  Board  be¬ 
lieves  it  is  not  always  clear  to  a  home 
borrower  that  the  institution’s  attorney 
is  not  representing  the  borrower  even 
through  the  borrower  is  paying  the  fee, 
and  that  such  attorney’s  role  should  be 
completely  clear.  Third,  the  attorney’s 
fee  must  be  separately  itemized  on  the 
loan  settlement  sheet  and  identified  as  a 
fee  to  the  lender’s  attorney,  so  that  the 
borrower  knows  the  amount  of  this  fee. 
Fourth,  such  attorney's  fee  must  be  rea¬ 
sonable  and  commensurate  with  the 
legal  services  performed.  The  Board  be¬ 
lieves  this  requirement  is  necessary  be¬ 
cause  the  third  condition  referred  to 
above  has  not  been  adopted,  as  discussed 
in  the  following  paragraph. 

The  third  condition  in  the  proposal 
was  that  neither  the  institution’s  closing 
attorney  nor  any  attorney  in  his  law 
firm  be  an  idfillat^  person  of  the  institu¬ 
tion,  unless  such  attorney  acted  as  sal- 
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arted  In-hoiiae  counsel  to  the  Institution. 
The  Board  decided  not  to  adopt  this  third 
condition  now,  because  the  other  revi¬ 
sions  to  this  secticm,  together  with  new 
§  563.45  on  disclosure,  may  solve  exist¬ 
ing  problems,  and  because  of  the  strong¬ 
ly  held  belief  of  many  in  the  industry 
that  it  would  cause  undue  and  harmful 
disruption  of  existing  mortgage  closing 
practices — although  the  Board  is  not 
convinced  that  such  harmfiU  disruption 
would  actually  occiu’.  The  Board  reserves 
the  right  to  reconsider  this  decision  in 
the  light  of  future  experience  in  this 
area. 

Proposed  $  563.35(e)  would  have  pro¬ 
hibited  an  instired  institution  from  re¬ 
quiring  a  home  borrower  to  pay  for  an 
appraisal  in  connection  with  his  loan  if 
the  appraisal  was  performed  by  an  affil¬ 
iated  person  of  the  institution  or  a  mem¬ 
ber  of  his  firm,  unless  such  person  was 
a  salaried  in-house  appraiser  for  the  in¬ 
stitution.  This  propos^  restriction  was 
not  adopted  for  the  same  reason  that  the 
corresponding  provision  concerning  at¬ 
torneys’  fees  was  not  ad(vted. 

IV.  Restrictions  Concerning 
AmiiATED  Persons 

A.  A(etr  S{  561.29.  561.30,  561.31  and 
651.32:  Definitions.  The  substantive  re¬ 
strictions  concerning  affiliated  persons 
depend  on  four  definitions,  discussed  be¬ 
low. 

The  proix>sal  would  have  defined  an 
“affiliated  person”  of  an  insured  institu¬ 
tion  as  (1)  a  director,  officer,  or  control¬ 
ling  person  of  the  institution,  (2)  a 
spouse  of  the  persons  in  (1),  and  (3)  a 
corporation,  partnership,  trust,  or  similar 
organization  in.  which  any  person  in  (1), 
either  directly  or  Indirectly  (other  than 
through  the  Insured  Institution) ,  had  an 
equity  or  income  beneficiary  interest  of 
10  percent  or  more  individually  or  15 
percent  or  more  collectively  with  per¬ 
sons  in  (1).  This  definition  has  been  re¬ 
vised  in  four  respects.  First,  the  term 
now  includes  any  immediate  family 
membOT  of  directors,  officers,  and  con¬ 
trolling  persons  who  has  the  same  h(Hne 
as  such  persons  or  one  who  is  a  director 
or  officer  of  any  subsidiary  of  such  insti¬ 
tution  or  any  holding  company  affiliate 
of  the  institution.  Second,  the  definition 
now  Includes  corporations  and  other  or¬ 
ganizations  (other  than  the  Insured  In¬ 
stitution  or  a  corporation  or  organization 
through  which  the  Insured  institution  op¬ 
erates)  of  vdilch  a  director,  officer,  or 
controlling  person  of  the  institution  is  an 
officer  or  partner.  Third,  the  aggregate 
ownership  test  by  which  such  persons 
cause  an  entity  to  be  an  affiliated  perscxi 
has  been  incresuted  to  25  percent.  Fourth, 
the  definition  now  Includes  trusts  or 
other  estates  as  to  which  such  persons  or 
thi^  spouses  serve  as  trustees  or  In  a 
irimflar  fiduciary  capacity.  These  changes 
wne  made  to  conform  the  definition  gen¬ 
erally  to  the  SBC  and  FDIC  definition  of 
“assodate**.  R  should  also  be  noted  that 
the  definition  of  “controlling  person” 

been  revised  to  make  clear  that  It  In- 
bhKtes  persons  who  control  an  Institu¬ 
tion  by  vlrtae  of  holding  proxies  repre¬ 
senting  10  percent  or  more  of  the  voting 
rights  In  such  Institution.  However,  a 


director  will  not  be  deemed  a  controlling 
person  based  on  his  voting  (either  alone 
or  In  concert  with  other  directors) 
proxies  Obtained  from  savings  account 
holders  and  borrowers  In  connection  with 
an  annual  solicitation  of  proxies,  or  if 
such  proxies  are  voted  as  directed  by  a 
majority  vote  of  the  entire  board  of  such 
institution.  The  Board  believes  these  ex¬ 
clusions  are  appropriate,  because  a 
proxy-holding  director  cannot  individ¬ 
ually  “control”  an  institution  in  the  in¬ 
tended  sense  of  the  controlling  person 
definition  in  either  of  these  two  situa¬ 
tions. 

Proposed  S  561.30  would  have  defined 
the  “immediate  family”  of  a  person  as 
(1)  such  person’s  spouse,  father,  mother, 
children,  brothers,  sisters,  and  grand¬ 
children,  (2)  the  father,  mother,  broth¬ 
ers.  and  sisters  of  such  person’s  spouse, 
and  (3)  the  spouse  of  a  child,  brother,  or 
sister  of  such  person.  This  definition  was 
adopted  without  change. 

The  proposal  would  have  defined  a 
director  as  any  director,  trustee,  or  other 
person  performing  similar  functions  with 
respect  to  any  organlzatlcm,  whether 
Incorporated  ^  or  imincorporated.  ’This 
definition  was  adc^ted  without  change, 
except  that  it  has  been  clarified  to  ex¬ 
clude  advisory  directors,  directors  emer¬ 
itus,  and  similar  p>ersons,  imless  they 
perform  fimctions  similar  to  those  of  a 
director.  This  change  is  intended  to  pro¬ 
vide  fiexibility  with  respect  to  such  direc¬ 
tors,  who  often  serve  in  a  purely  hon¬ 
orary  capacity  but  sometimes  serve  as 
true  directors. 

’The  proposed  definition  of  “officer”  In¬ 
cluded  the  chairman  of  the  board  of  an 
organization,  the  president,  any  vice- 
president  (with  certain  exceptions) ,  sec¬ 
retary,  treasurer,  comptroller,  and  any 
other  person  peiforming  similar  fuM- 
tlons.  ’This  definition  was  adopted  with¬ 
out  change,  except  that  it  now  includes 
a  chairman  of  the  board  only  if  he  is  au¬ 
thorized  by  the  charter  or  bylaws  of  the 
organlzatlcm  to  partlch>ate  in  its  operat¬ 
ing  management  or  in  fact  participates 
In  such  management.  As  with  the  defini¬ 
tion  of  director,  this  change  is  intended 
to  provide  sufficient  fiexibility  to  reflect 
the  facts  of  particular  situations. 

In  connection  with  the  exceptions  for 
certain  vice  presidents  within  Uie  defini¬ 
tion  (tf  officer,  it  should  be  noted  that  the 
thrust  of  these  exceptions  is  to  exclude 
vice  presldoits  having  little  or  no  policy 
mAiring  authority.  Tlius,  while  the  list  of 
exceptions  does  not  refer  specifically  to 
vice  presidents  who  are  branch  managers 
but  do  not  participate  in  policy  making, 
such  persons  would  not  be  officers  under 
9  561.32. 

B.  New  i  563.40:  Payment  of  Fees  to 
Affiliated  Persons.  Proposed  I  563.40(a) 
would  have  prohibited  affiliated  pmons 
of  an  Insured  Institution  from  receiving, 
directly  or  Indirectly,  loan  procurement 
fees  fitKn  the  institution  or  any  other 
source  In  connection  with  a  loan  by  such 
institution.  This  section  was  adopted 
without  change,  except  that  It  has  been 
daiifled  to  also  prohibit  receipt  of  such 
fees  from  a  subsidiary  of  an  Insured  In¬ 
stitution  and  in  connection  with  loans 
by  any  such  subsidiary.  As  noted  In  the 


Introductory  portion  of  this  preamble, 
conforming  changes  have  been  made  in 
9  545.(1-10. 

Proposed  9  563.40(b)  would  have  ap¬ 
plied  the  prohibitions  against  kickbacks 
and  vmeamed  fees  In  sections  8(a)  and  8 
(b)  of  the  Read  Estate  Settlement  Pro¬ 
cedures  Act  of  1974  (Pub.  L.  93-533)  to 
monies  or  other  items  of  value  given  to 
or  accepted  by  an  insured  institution  or 
service  corporation  affiliate  or  affiliated 
person  thereof  in  connection  with  any 
loan  on  real  property  made  by  such  in¬ 
stitution  or  service  corporation  affiliate, 
without  regard  to  whether  the  loan  was 
a  “federally  related  mortgage  loan”  as 
defined  in  sec.  3(1)  of  the  Act  (l.e.  a  loan 
secured  by  a  1-4  family  home).  ’This 
section  was  adopted  without  change,  ex¬ 
cept  for  the  conforming  amendments  to 
9  545,8  referred  to  in  the  Introductory 
portion  of  this  preamble,  and  the  sub¬ 
stitution  of  "subsidiary”  for  “service 
corporation  affiliate.” 

An  insured  institution  need  not  con¬ 
tinue  to  comply  after  the  effective  date  of 
said  9  563.40,  with  any  condition  of  in¬ 
surance  or  provision  of  its  agreement  for 
operating  policies  concerning  commis¬ 
sions  or  fees  paid  to  persons  associated 
with  the  institution. 

C.  New  9  563.41:  Restrictions  on  Reed 
Property  Transactions  with  Affiliated 
Persons.  Proposed  9  563.41  would  have 
prohibited  an  insured  institution  and  its 
service  corporation  affiliates  from,  either 
directly  or  indirectly,  piu*chasing  from, 
jointly  owning  with,  selling  to,  or  leasing 
from  an  affiliated  person  of  such  insti¬ 
tution  any  interest  in  real  property.  An 
exception  was  provided  for  existing  office 
building  leases  and  Joint  ownerships,  but 
no  such  lease  could  have  been  renewed 
unless  certain  conditions  were  met,  as 
determined  by  a  PSA.  ’These  conditions 
were  that  the  terms  of  the  renewal  be 
fair  and  (if  the  term  of  the  renewal  was 
to  last  after  January  1, 1980)  that  there 
be  no  other  suitable  location  or  that  mov¬ 
ing  would  cause  imdue  hardship. 

This  proposed  provision  has  beei^ 
changed  in  two  general  respects — (1)  ad¬ 
ditional  exceptions  have  been  added  and 
(2)  several  exceptions  are  now  subject  to 
certain  revised  conditions,  including  PSA 
approval.  ’Ihe  new  exceptions  are  for  (1) 
a  purchase  from  an  affiliated  person  of 
his  interest  in  real  property  Jointly 
owned  on  September  30,  1976,  (2)  a  sale 
to  an  affiliate  person  of  the  institution’s 
or  subsidiary’s  interest  in  such  Jointly 
owned  property,  (3)  a  lease  (Including 
any  renewal  thereof)  from  an  affiliated 
person  existing  on  such  date  with  respect 
to  which  the  institution  or  subsidiary  has 
applied  to  maintain  an  office.  (4)  the 
purchase  from  an  affiliated  person  of 
property  subject  to  an  existing  lease  (m 
which  the  institutioa  or  subsidiary  main¬ 
tains  or  has  applied  to  maintain  an  of¬ 
fice.  and  (5)  a  new  lease  (including  re¬ 
newals)  of  real  property,  from  an  af¬ 
filiated  person  on  which  the  Institution 
or  subsidiary  will  maintain  an  office  if 
the  wace  being  leased  is  not  more  than 
15  percent  of  the  total  space  being  leased 
in  the  shopping  oenUor  or  office  building. 
The  Bofu^  believes  that  these  additional 
exceptions  are  hot  likely  to  be  detrl- 
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mental  to  Insured  institutions  if  the  con- 
ditimis  described  in  the  following  para¬ 
graph  are  met. 

The  following  conditions  must  be  met 
with  respect  to  all  of  the  new  exceptions 
as  well  as  with  respect  to  renewal  of  a 
lease  of  property  on  which  the  institu¬ 
tion  or  subsidiary  maintains  an  office  on 
September  30, 1976.  In  other  words,  these 
conditions  apply  to  all  the  exceptions  to 
S  563.41  except  existing  Joint  ownerships 
and  leases.  The  conditions  are  that  (1) 
the  transaction  receive  prior  written 
approval  of  the  PSA,  (2)  the  terms  of 
the  transaction  be  fair  to,  and  in  the 
best  interest  of,  the  insured  institution 
or  subsidiary,  (3)  the  transaction  be  sup.- 
ported  by  an  independent  appraisal  not 
prepared  by  an  aviated  person  or  em¬ 
ployee  of  the  institution  or  subsidiary, 
and  (4)  the  transaction  be  approved  in 
advance  by  a  resolution  duly  adopted 
with  full  disclosure  by  at  least  a  majority 
(with  no  director  having  an  interest  in 
the  transaction  voting)  of  the  entire 
board  of  the  Institution  or  subsidiary,  or 
by  a  majority  of  the  total  votes  eligible 
to  be  cast  by  the  voting  members  of  such 
Institution  at  a  meeting  called  for  such- 
purpose,  with  no  votes  being  cast  by 
proxies  not  solicited  for  such  purpose. 
Full  disclosure  must  include  the  source 
of  financing  of  the  affiliated  person,  in¬ 
cluding  whether  the  insured  institution 
or  a  subsidiary  thereof  has  a  deposit 
relationship  with  any  financial  institu¬ 
tion  or  holding  company  thereof  provid¬ 
ing  such  financing.  As  indicated  in  the 
previous  paragraph,  the  Board  believes 
these  conditions  will  substantially  miti¬ 
gate  any  possible  adverse  effects  of  these 
exceptions  on  insvu'ed  institutions. 

As  noted  in  the  Introductory  portion  of 
this  preamble,  conforming  amendments 
have  been  made  in  S  545.6-5  and  545.10. 
In  addition,  S  545.6-18,  captioned  “Urban 
renewal  loans  and  investments,”  la 
amended  by  reveling  paragraph  (g) 
thereof.  Said  9  545.6-18(g)  Impo^  sev¬ 
eral  restrictions  ccmceming  real  prop¬ 
erty  investments  Involving  affiliated  per¬ 
sons  which  are  inconsistent  or  redundant 
as  a  result  of  the  amendments  hereby 
adopted. 

D.  New  9  563.43 :  Restrictions  on  loans 
and  other  investments  involving  affili¬ 
ated  persons.  Section  563.43(b)  of  the 
proposal  would  have  prohibited  Insured 
institutions  and  their  service  corporation 
affiliates  (termed  subsidiaries  in  these 
final  reg\ilatlons  as  noted  above)  from 
engaging  in  loan  or  certain  other  types 
of  transactions  with  affiliated  persons, 
with  certain  exceptions.  This  proposed 
prohibition  was  adopted  without  change, 
except  for  some  revision  ot  the  excep¬ 
tions  as  described  in  the  following  para¬ 
graph. 

The  first  exception  permits  an  institu¬ 
tion  and  its  subsidiaries  to  make  loans 
to  affiliated  persons  secured  by  single¬ 
family  dwellings  owned  and  occupied 
as  the  borrower’s  principal  residence. 
The  second  exception  permits  loans  to 
such  persons  aggregating  not  more  than 
$10,000  for  constructing,  adding  to.  Im¬ 
proving,  altering,  repairing,  equipping, 
or  furnishing  a  single-family  dwelling 


owned  and  occupied  as  the  borrower’s 
principal  residence.  The  aggregate 
$10,000  limit  is  new  and  is  Intended  to 
set  a  reasonable  limit  on  such  loans.  The 
third  exception  permits  loans  to  such 
persons  secured  by  a  mobile  home  owned 
and  occupied  by  the  borrower  as  his  prin¬ 
cipal  residence.  The  fourth  exception 
permits  loans  secured  by  savings  ac¬ 
counts  maintained  by  the  affiliated  per¬ 
son  at  the  institution.  ’The  fifth  exception 
permits  loans  aggregating  not  more  than 
$10,000  for  payment  of  educational  ex¬ 
penses.  The  $10,000  aggregate  limit  is 
new  and  was  added  for  the  same  reason 
as  the  $10,000  limit  in  the  second  excep¬ 
tion.  The  sixth  exception  permits  con¬ 
sumer  loans  aggregating  not  more  than 
$10,000  (including  loans  made  imder  the 
second  exception) .  ’The  $10,000  limit  here 
is  likewise  new. 

In  addition  to  these  dollar  limitations 
added  to  three  of  the  above-described 
exceptions,  all  loans  made  pursuant  to 
any  of  these  exceptions,  other  than  that 
authorizing  savings  account  seemed 
loans,  must  be  approved  in  advance  by 
a  disinterested  majority  of  the  board  of 
directors  of  the  institution  or  subsidiary 
making  the  loan,  following  full  disclo¬ 
sure  of  the  loan  terms  to  such  board 
of  directors.  Full  disclosme  ’  Includes 
whether  the  loan  (1)  is  made  in  the 
ordinary  course  of  business  of  the  insti¬ 
tution  or  subsidiary,  (2)  is  made  on  sub¬ 
stantially  the  same  terms,  including' in¬ 
terest  rate  and  collateral,  as  those  pre¬ 
vailing  at  the  time  for  comparable  loans 
to  other  than  affiliated  persons,  and  (3) 
involves  more  than  the  normal  risk  of 
collectibility  or  presents  other  unfavor¬ 
able  features.  If  the  interest  rate  or  other 
terms  are  more  favorable  to  the  affiliated 
person,  the  resolution  must  Justify  the 
more  favorable  terms,  paiticularly  as  to 
affiliated  persons  who  are  not  salaried 
officers  or  other  employees  of  the  insti¬ 
tution  or  subsidiary.  Disclosme  of  this 
type  of  information  (other  than  the 
Justification)  is  traditionally  made  to 
persons  having  voting  rights  in  connec¬ 
tion  with  annual  proxy  solicitations. 
(See  Instruction  2  to  Item  6(d)  of  Form 
AR  imder  9  563.45  of  this  chapter.)  The 
Board  believes  the  Justification  is  par¬ 
ticularly  necessary  as  to  borrowers  other 
than  salaried  officers  and  employees,  be¬ 
cause  the  customary  reason  for  making 
such  loans  at  below-market  interest 
r£ites  is  to  provide  additional  compensa¬ 
tion  to  the  borrowers. 

The  Board  believes  this  approval/ 
disclosure  requirement  will  help  to  en- 
sme  that  loans  to  affiliated  persons 
are  not  made  on  terms  so  favorable  to 
the  borrower  as  to  be  detrimental  to  the 
institution  or  subsidiary,  because  boards 
of  directors  who  will  be  approving  the 
loans  have  a  legal  responsibility  to  act 
in  the  best  interests  of  the  entitles  on 
whose  boards  they  serve. 

Section  563.43(b)  of  the  proposal 
would  also  have  prohibited  Insmed  in¬ 
stitutions  and  their  service  corporation 
affiliates  (now  subsidiaries)  from  invest¬ 
ing.  either  directly  or  indirectly,  in  the 
stock,  bonds,  notes,  or  other  securities 
of  affiliated  persons.  Simllaily,  the  di¬ 
rect  or  Indirect  pmchase  of  securities 


under  a  repuitdiase  agreement  from  an 
aflUiated  person  would  also  have  been 
prohibited.  These  two  prohibitions  are 
adopted  by  this  resolution  at  proposed. 

Proposed  9  563.43(c)  would  have  pro¬ 
hibited  Insured  institutions  and  their 
service  corporation  afUlates  (now  sub¬ 
sidiaries)  from  directly  or  indirectly 
entering  into  five  types  of  transactions 
with  third  parties  from  which  cdfillated 
persons  would  derive  benefit,  or  which 
could  place  the  institution  or  subsidiary 
in  a  position  of  having  to  choose  between 
acting  in  the  best  interests  of  Itself  or 
the  affiliated  person.  First,  institutions 
and  their  subsidiaries  could  not  make 
any  loans  to.  or  pmchase  (other  than 
through  a  secondary  mai^et  such  as  the 
Federal  Home  Loan  Mortgage  Corpora¬ 
tion)  any  such  loan  made  to,  any  third 
party  on  the  security  of  property 
acquired  directly  from  an  aflUiated  per¬ 
son.  This  prohibition  has  been  changed 
to  provide  an  additional  exception  for 
loans  secured  by  a  single-famUy  dwelling 
purchased  from  an  affiliated  person 
which  was  owned  and  occupied  by  such 
person  as  his  principal  residence.  TTie 
Board  sees  no  reason  to  prohibit  such  a 
loan  to  a  third  party,  which  could  be 
made  to  an  affiliated  person  directly.  ’The 
exception  for  secondary  market  trans¬ 
actions  where  the  loan  purchaser  does 
not  know  the  identity  of  the  seller  of  the 
security  pro»’erty,  such  as  ordinary  Fed¬ 
eral  Home  Loan  Mortgage  Corporatiem 
transactions,  has  been  retained.  Second, 
an  institution  and  its  subsidiaries  could 
not  make  a  loan  to,  or  purchase  a  loan 
made  to.  anv  third  party  secured  by  real 
property  with  resp^  to  which  any  af¬ 
filiated  person  holds  a  security  interest. 
’Third,  no  institution  or  subsidiary 
thereof  could  accept  the  stock,  bonds, 
notes,  or  other  securities  of  any  aflUiated 
person  as  security  for  a  loan  to  any  third 
party  made  or  ourchased  by  such  insti¬ 
tution  or  subsidiary.  Fourth,  no  institu¬ 
tion  or  subsidiary  thereof  could  main¬ 
tain  a  comnensatinflT  balance  with  re¬ 
spect  to  a  loan  made  by  a  third  party 
to  an  affiliated  person.  Fifth,  no  insti¬ 
tution  or  subsidiary  thereof  could  enter 
into  any  guarantee  arrangement  or 
make  any  takeout  commitment  with  re¬ 
spect  to  a  loan  made  bv  a  third  party  to 
any  affiliated  nerson.  Proposed  9  563.43 
was  adonted  without  change,  except  as 
described  above. 

As  mentioned  in  the  introductory  por¬ 
tion  of  this  pi^mble,  conforming 
amendments  have  been  made  in  9  545.8, 
9  545.6-10(a),  9  545.6-20 (a)  and  9  545  - 
8-3,  and  9  545.6-8  has  been  revoked.  It 
should  also  be  noted  that  an  insmed  in¬ 
stitution  need  not  continue  to  comply 
with  any  condition  of  Insurance  or  pro¬ 
vision  of  its  agreement  for  operating 
policies  concerning  loans  made  to  or  pur¬ 
chased  from  oersons  associated  with  the 
institution  after  September  30,  1976. 

Accordingly,  the  Federal  Home  Loan 
Bank  Board  hereby  amends  Part  545  by 
revoking  9  545.6-8  and  by  revising 
99  545.6-5(a).  545.6-10.  545.6-18,  545.6-20 
(a),  545.8,  545.6-3,  545.10  and  545.23 
thereof  as  set  forth  below,  effective  Sep¬ 
tember  30,  1976.  It  should  be  noted  that 
all  the  above-listed  amendments  to  part 
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545  Involve  either  deletions,  exceptions. 
redesignati(xi8  of  existing  provisions,  or 
alteration  of  references  to  other  sections; 
no  new  substantive  requirements  are 
added  to  these  sections.  The  Federal 
added  to  these  sections.  *nie  Federal 
Home  Loan  Bank  Board  also  hereby 
amends  Part  561  by  revising  { 561.28 
thereof  and  by  adding  S§  561.29.  561.30. 
561.31.  561.32.  561.33,  561.34.  561.35.  561.- 
36  and  561.37  thereto,  and  amends  Part 
563  by  revising  SI  563.17.  563.34  and  563.- 
35  thereof  and  by  adding  SS  563.33.  563.- 
40.  563.41,  563.43  and  563.45  thereto,  as 
»  set  forth  b^ow,  effective  on  September 
30,  1976,  except  as  otherwise  set  forth 
in  said  amendments. 


SUBCHAPTER  C— FEDERAL  SAVINQS  AND 
LOAN  SYSTEM 

PART  545— OPERATIONS 

1.  Section  545.6-5(a)  is  revised  to  read 
as  follows: 

§  545.6— S  Purchase  of  loans. 

(a)  General  provisions.  A  Federal  as¬ 
sociation  may  purchase  any  loan  that  t 
may  make,  unless  expres^  prohibited 
by  other  provisions  of  this  part,  and  may 
also  purchase  any  Insured  loan  secured 
by  a  h(Mne  or  combination  of  home  and 
business  property  located  outside  the 
State  (in^uding  the  District  of  Columbia, 
the  Commonwealth  of  Puerto  Rico,  and 
the  ix)6sessi(ms  of  the  United  Stat^)  In 
which  such  association’s  home  office  Is 
located  at  an  investment  not  exceeding 
the  sum  oi  (1)  $55,000  for  each  sint'  > 
family  dwelling,  or  $82,500  with  respect 
to  each  such  dwelling  in  Alaska,  Guam  or 
HaimU,  (2)  an  amount  per  dwelling  unit 
within  the  limits  set  foith  in  section  207 
(c)  (3)  of  the  National  Hoiising  Act,  with 
such  increases  therein  as  may  be  made 
from  time  to  time  by  the  Federal  Hous¬ 
ing  Commissioner  in  accordance  there¬ 
with;  and  (3)  the  i>ercentage  of  value 
acceptable  to  the  insuring  agency  of  such 
part  of  the  property  as  is  not  attributable 
to  dwelling  use.  If  a  Federal  association 
increases  its  savings  accounts  as  part 
of  the  purchase  of  any  loan,  it  shall  ob¬ 
tain  such  aj^roinal  as  is  required  by  the 
rules  and  regulations  for  insurance  of 
accounts. 

•  •  #  •  • 

§  545.6-8  Loans  to  directors,  officers  or 
employees.  [Revoked] 

2.  Sectiem  545.6-8  is  revedred. 

3.  Section  545.6-10  is  revised  to  read  as 
follows:  ^ 

S  545.6-10  Initial  loan  charge 

Except  as  provided  in  {§  563.35(d)  and 
(e>  of  this  chiq>ter,  borrowers  may  be 
required  to  pay  the  necessary  initial 
charges  in  connection  with  the  making 
of  a  loan,  including  the  actual  costs  of 
title  examination,  appraisal,  credit  re¬ 
port,  survey,  drawing  of  papers,  closing  of 
the  loan,  and  other  necessary  incidental 
aervlaes  and  costs  in  such  reasonable 
amounts  as  may  be  fixed  by  the  board 
ot  directors;  such  necessary  initial 
(diarges  may  be  collected  by  the  assocla- 
tion  from  the  borrower  and  paid  to  the 
persons  rendering  such  services. 


4.  Section  545.6-18  is  revised  by  rerok- 
ing  paragraidi  (g)  as  follows: 

S  545.^18  Loans  im  nrltan  renewid 
areas. 

•  -  •  *  •  • 

(g)  [Revcdcedl 

5.  In  I  545.6-20  the  introductory  text 
of  paragnqihs  (a)  and  (a)  (3)  are  revised 
to  read  as  follows: 

5  545.6-20  Loans  guaranteed  under  the 
Foreign  Assistance  Act  of  1961. 

(a)  General.  Withotrt  regard  to  the 
miovisions  of  any  other  section  of  this 
part,  a  Federal  association  which  has  a 
charter  in  the  form  of  Charter  K  (rev.) 
or  Charter  N  may  invest  in  any  of  the 
following  loans,  or  any  interest  therein: 

•  •  •  •  • 

(3)  Loans  having  the  benefit  of  any 
guaranty  imder  sections  221  or  222  of 
such  Act.  as  in  effect  on  December  30, 
1969,  and  thereafter. 

•  •  •  •  • 

6.  In  I  548.8,  paragraph  (b)  is  revoked 
and  the  introductory  text  of  paragraph 
(a)  is  revised  to  read  as  follows: 

§  545.8  Loans  without  requirement  of 
security. 

Without  regard  to  any  other  provision 
of  this  part,  any  Federal  association  that 
has  amend^  (Charter  K  by  the  addition 
thereto  of  section  14.1  and  any  Federal 
association  that  has  a  charter  in  the 
form  of  Charter  K  (rev.)  or  (Iharter  N 
may,  upon  adoption  of  such  a  loan  plan 
by  its  board  of  directors,  invest  in  loans 
of  the  following  types,  but  no  investment 
shall  be  made  under  this  section  if  im¬ 
mediately  after  such  investment  the  out¬ 
standing  aggregate  of  all  investments  of 
the  association  made  under  this  section 
would  exceed  20  percent  of  the  associa¬ 
tion’s  assets: 

•  «  •  •  • 

(b)  [Revoked] 

7.  Section  545.8-3  is  revised  to  read  as 
follows: 

§  545.8-3  Insured  loans  for  title  pni^ 
chase. 

.  Without  regard  to  any  other  provlskm 
of  this  part,  a  Federal  association  which 
has  a  Charter  in  the  form  of  Cliarter  K 
(rev.)  or  Charter  N  may  invest  in  loans, 
or  interests  therein,  made  for  the  pur¬ 
pose  (ff  financing  the  purchase  by  home- 
owners  of  the  fee  simple  title  to  prop¬ 
erty  on  which  their  homes  are  located 
and  as  to  which  the  association  has  the 
benefit  of  insurance  imder  section  240  of 
the  National  Housing  Act,  as  amended, 
m:  of  a  commitment  or  agreement  for 
such  insurance. 

8.  Section  545.10  is  revised  to  read  as 
follows: 

§  545.10  Real  estate  for  office  and  rdated 
facUhiea. 

(a)  A  Federal  association  may  invest 
in  real  estate  (improved  or  unlm];uT>ved) 
to  be  used  for  office  and  related  facilities 
of  the  association,  or  for  such  office  and 
related  facilities  and  for  rental  or  sale, 
if  each  such  investment  is  made  and 


maintained  pursuant  to  a  prudent  pro¬ 
gram  of  property  acquisition  to  meet 
either  the  association’s  present  needs  or 
its  reasonable  future  needs  for  office  and 
related  facilities.  Except  with  the  prior 
improval  the  Board,  hb  such  invest¬ 
ment  may  be  made  before  the  Board  has 
ai^uoved  an  application  for  the  estab¬ 
lishment  or  maintenance  of  an  office 
facility  at  the  location  of  such  r^  estate 
or  the  change  of  an  office  facility  to  such 
location,  if,  as  a  result  of  such  invest¬ 
ment,  the  outstanding  aggregate  book 
value  of  all  such  investments  made  be¬ 
fore  such  Board  approval  would  exceed 
25  percent  of  the  association’s  net  worth. 
Except  with  the  prior  approval  of  the 
Board,  no  such  investment  may  be  made 
before  or  after  the  Board  has  approved 
an  application,  if  any  such  application  is 
required,  for  the  establishment  or  main¬ 
tenance  of  an  office  facility  at  the  loca¬ 
tion  of  such  real  estate  or  the  change  of 
an  office  facility  to  such  location,  if .  as  a 
result  of  such  investment,  the  outstand¬ 
ing  aggregate  book  value  of  all  such  in¬ 
vestments  made  b^ore  and  after  such 
Board  approval  would  exceed  the  associa¬ 
tion’s  net  wmtii. 

(b)  Requests  for  Board  approval  of 
exceptions.  Any  request  by  a  Federal  as¬ 
sociation  for  Board  approval  of  an  ex¬ 
ception  to  the  limitations  contained  in 
this  section  shall  be  transmitted  to  the 
Supervisory  Agent,  with  a  copy  thereof 
to  the  Director,  Office  of  Examinations 
and  Supervision,  320  First  Street,  NW., 
Washin^n,  D.C.  20552.  As  used  in  this 
section,  the  term  “Supervisory  Agent’’ 
means  the  President  of  the  Federal  Home 
Loan  Bank  ot  which  the  Federal  associa¬ 
tion  is  a  member  or  any  other  officer  or 
employee  of  such  bank  designated  by  the 
Board  as  its  agent  pursuant  to  {  501.11 
of  this  chapter. 

9.  Section  545.23  is  revised  to  read  as 
follows: 

§  545.23  Stalement  of  condition. 

Within  the  month  immediately  after 
the  annual  closing  of  a  Federal  associa- 
timi’s  books,  such  Federal  association 
Shan  either  mail  to  each  of  its  members, 
or  in  the  case  of  a  (Charter  S  association 
each  of  its  depositors  and  borrowers,  at 
his  last  address  appearing  cm  the  associa¬ 
tion’s  b(x)ks,  or  publish  in  a  new8pm>er 
xxrlnted  in  the  B^lish  language  and  of 
general  circulation  in  the  county  In 
which  the  association’s  home  office  is  lo¬ 
cated,  a  statement  of  condition  of  the  as- 
sociatiem  as  of  such  closing  eff  its  books, 
in  form  prescribed  by  the  Board.  (’The 
Board  has  prescribed  a  form  of  “State¬ 
ment  of  Conditions.**  an  illustrative  copy 
ot  which  may  be  obtained  from  any  Fed- 
otJ  Home  Loan  Bank  or  frexn  the  Fed¬ 
eral  Hcxne  Loan  Bank  Board,  Washing¬ 
ton.  D.C.)  Within  five  days  after  each 
such  stat^ent  of  oemdition  has  been  so 
mailed  or  imbllshed.  a  certification  to 
such  effect,  signed  by  an  executive  officer 
of  such  Federal  association,  together 
with  a  copy  of  the  statement  of  condi¬ 
tion.  shall  be  transmitted  by  the  associa¬ 
tion  to  the  Federal  Home  Loan  Bank  of 
which  the  association  is  a  member.  This 
section  Shan  not  andy  to  a  Federal  as- 
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sociation  In  any  year  in  which  such  as- 
eoelatton  transmits  an  annual  report 
containing  the  information  required  by 
i  663.45(a)  ttiis  chapter  to  Its  voting 
members  at  least  20  calendar  days  prior 
to  its  annual  meeting  in  such  year. 

SUBCHATTER  D— SEOERAL  SAVINGS  AND  LOAN 

INSURANCE  CORPORATION 

PART  561— DEFINITION 

10.  Part  561  is  amended  by  revising 
i  561.28  to  read  as  follows : 

§  561.28  Contndling  person. 

A  "controlling  person"  of  an  Insured 
Institution  Is  any  person  or  entity 
which,  either  directly  or  Indirectly,  or 
acting  in  concert  with  one  or  more  other 
persons  or  entities,  owns,  controls,  or 
holds  with  power  to  vote,  or  holds 
proxies  representing,  ten  percent  or 
more  of  the  voting  shares  or  rights  of 
such  Institution;  or  controls  in  any 
manner  the  election  or  appointment  of  a 
malorlty  of  the  directors  of  such  insti¬ 
tution.  However,  a  director  of  an  insured 
Institution  win  not  be  deemed  to  be  a 
controlling  person  of  such  institution 
based  upon  his  voting,  or  acting  in  con¬ 
cert  with  other  directors  in  voting,  prox¬ 
ies  (a)  obtained  in  connection  with  an 
annual  solicitation  of  proxies  or  (b)  ob¬ 
tained  from  savings  accountholders  and* 
borrowers  if  such  proxies  are  voted  as  di¬ 
rected  by  a  majority  vote  of  the  entire 
board  of  directors  of  such  institution,  or 
of  a  committee  of  such  directors  if  such 
cmnmlttee’s  composition  and  authority 
are  controlled  by  a  majority  vote  of  the 
entire  board  and  if  its  authority  is  re¬ 
vocable  by  such  a  majority. 

11.  Part  661  is  further  amended  by 
adcBng  I!  561.29  through  561.37  as 
follows: 


8  561.29  Affiliated  pertton. 

The  term  "afBliated  persrni”  of  an 
insured  institution  means  the  following: 

(a)  A  director,  officer,  or  controlling 
person  of  such  institution; 

(b)  A  q?ouse  ai  a  director,  officer,  or 
controlling  person  of  such  institution; 

(e)  A  member  of  the  immediate  fam¬ 
ily  of  a  director,  officer,  or  contnHllng 
person  of  such  institution,  who  has  the 
same  home  as  such  person  or  who  is  a 
director  or  officer  of  any  subsidiary  of 
mch  Institution  or  of  any  holding  emn- 
pany  affiliate  of  such  institution; 

(d)  Any  corporation  or  organization 
(other  than  the  insured  institution  or  a 
ocwporatlon  or  organization  through 
which  the  Insured  tnstltuti<m  operates) 
of  which  a  director,  officer  or  contriving 
person  of  such  Institution  Is  an  officer  or 
partner  or  la.  directly  or  Indirectly  either 
alone  or  With  his  spouse,  the  owner  of 
10  percent  or  rnoue  of  any  class  of  equi^ 
seenrmes  or  the  owner  with  other  direc¬ 
tors,  officers,  and  controIlli«  persons  of 
such  Institution  and  their  spouses  of  25 
percent  or  more  of  any  class  of  equity 
seenrltles:  and 

(e)  Mry  trpt  or  other  estate  in  whldi 
a  director,  officer,  or  controlling  person 
of  such  institution  or  the  spouse  of  such 
person  has  a  substantial  beneficial  in¬ 
terest  or  as  to  which  such  person  or  his 
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«x>use  serves  as  trustee  or  In  a  similar 
fldudary  capacity. 

8  561,80  Immediate  famUy. 

The  term  "Immediate  family*’  of  any 
natural  person  means  the  following 
(whether  by  the  full  or  half  blood  or  by 
ad(8>tl(m) : 

(a)  Such  person’s  spouse,  father, 
mother,  children,  brothers,  sistere,  and 
grandchildren; 

(b)  The  father,  mother,  brothers,  and 
sisters  of  such  person’s  spouse;  and 

(c)  The  spouse  of  a  child,  brother,  or 
sister  of  such  person. 

§  561.31  Director. 

The  term  “director"  means  any  direc¬ 
tor,  trustee,  or  other  person  performing 
similar  functions  with  respect  to  any 
organization  whether  Incorporated  or 
uninoorpmated.  Such  term  does  not  in¬ 
clude  an  advisory  director,  honorary  di¬ 
rector,  director  emeritus,  or  per¬ 

son.  unless  the  person  is  otherwise  per¬ 
forming  functions  similar  to  those  of  a 
director. 

§  561.32  Officer. 

The  term  “officer”  means  the  presi¬ 
dent,  any  vice-president  (but  not  an  as¬ 
sistant  vice-president,  second  vice-presi¬ 
dent  or  other  vice-president  having  au¬ 
thority  similar  to  an  assistant  or  second 
vice-president) .  the  secretary,  the  treas¬ 
urer,  the  comptroller,  and  any  other  per¬ 
son  performing  similar  functions  with 
resp^  to  any  organization  whether  in¬ 
corporated  or  unincorporated.  The  term 
“officer"  also  includes  the  chairman  of 
the  board  of  directors  if  the  chairman  is 
authorized  by  the  charter  of  by-laws  of 
the  organisation  to  participate  in  Its  op¬ 
erating  management  or  if  the  chairman 
in  fact  participates  in  sueV  nuinagement. 

8  561.33  Financial  instilntion. 

Tlie  term  “financial  institutimi’’  means 
any  aavlngs  and  loan  association,  build¬ 
ing  and  loan  association,  homestead  as¬ 
sociation.  cooperative  bank,  mutual  sav¬ 
ings  bank,  commercial  bank  or  trust  com¬ 
pany.  Such  term  does  not  Include  a  Fed¬ 
eral  Home  Loan  Bank  or  the  Bank  for 
Savings  and  Loan  Associations,  Chicago, 
Illinois. 

8  561.34  Holding  company  affiliate. 

The  term  “holding  company  affiliate" 
of  an  Insured  institution  means  a  savings 
and  loan  holding  company  of  which  such 
insured  Institution  is  a  subsidiary  and 
any  other  subsidiary  of  such  holding 
company  other  than  a  subsidiary  of  such 
Insured  institution.  The  term  “holding 
company  affiliate”  applies  to  an  unin¬ 
sured  institution  as  if  such  institutlcm 
were  Insured.  For  purposes  of  these  def¬ 
initions  of  “holding  company  affiliate”, 
see  S  583.7  Uninsured  institution,  S  583.11 
Savings  and  loan  holding  company, 
S  583.14  Subsidiary.  §  583.15  Affiliate  and 
related  definitions  in  Part  583  of  this 
chapter.  The  term  “holding  company 
affiliate”  of  a  bank  means  a  bank  hold¬ 
ing  company  of  which  hte  bank  Is  a  sub¬ 
sidiary  and  any  other  subsidiary  of  such 
holding  company.  For  purposes  of  this 
definition,  see  definitions  of  “bank  hold- 
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Ing  company  of  whldi  the  bank  Is  a  sub- 
Ing  company**,  **bank”,  “subsidiary”  and 
related  definitions  In  the  Bank  Heading 
Company  Act  of  1956,  as  amended  (12 
U.S.C.  1841). 

§  561.35  Principal  •nperviaory  agent. 

The  term  “Prlacipcd  Supervisory 
Agent”  means  the  President  of  the  Fed¬ 
eral  Homg  Loan  Bank  of  the  district  in 
which  the  principal  office  of  the  insured 
Institution  Is  located. 

§  561.36  Parent  company;  anbaidiary. 

The  terms  “parent  company”  and 
“subsidiary’’  have  the  meanings  given 
to  them  by  §§  583.10  and  583.14  of  this 
chapter,  respectively. 

§  561.37  Audit  period. 

The  “audit  period”  of  an  insured  in-  ' 
stltution  means  the  twelve  month  pe¬ 
riod  (or  other  period  in  the  case  of  a 
change  in  audit  period)  covered  by  the 
annual  audit  conducted  to  satisfy 
I  563.17-1. 


PART  563— OPERATIONS 

12.  Part  563  Is  amended  by  revising 
{  563.17(b)  thoeof  to  read  as  follows: 

§  563.17  Management  and  financial 
policies. 

W  •  •  •  W 

(b)  Compensation  to  officers,  directors, 
and  employees  of  each  insured  institu¬ 
tion  and  its  service  ccurporations  shall 
not  be  in  excess  of  that  vdiich  is  rea¬ 
sonable  and  commensurate  with  their 
duties  and  responsibilities.  Former  offi¬ 
cers,  directors,  and  employees  of  an  in¬ 
sured  institutkm  or  its  service  corpora¬ 
tion  who  regularly  perform  services 
therefor  under  consulting  contracts  are 
employees  thereof  for  purposes  of  this 
paragraiV  (b) . 

13.  Part  563  is  amended  by  adding 
f  563.33  to  read  as  follows: 

8  56333  Directon,  officers,  and  em¬ 
ployees. 

(a)  Dtreetors.  The  following  guid^ines 
are  reoiHnmended  for  composition  of  the 
board  ot  directors  of  an  Insured  institu¬ 
tion: 

(1)  A  majority  of  the  directors  of  an 
Insm-ed  institution  should  live  or  work  In 
the  normal  laiding  territory  of  sodi 
institutions. 

(2)  Not  more  than  one-third  of  the 
directors  of  an  insured  institution  should 
be  salaried  officers  or  employees  of  such 
Institution  or  ot  any  subrtdiary  or  hold¬ 
ing  company  affiliate  thereof. 

(3)  Not  more  than  two  of  the  directors 
of  an  insured  Institution  should  be  mem¬ 
bers  of  the  same  immediate  fanfily. 

(4)  Not  more  than  one  director  of  an 
insured  institution  should  be  an  attorney 
with  the  saoae  laW  firm. 

(5) (i)  No  director  of  an  insured  in¬ 
stitution  should  be  a  director  of  any 
other  financial  institution  or  holding 
company  affiliate  thereof,  other  than  a 
commercial  bank  or  trust  company. 

(11)  Not  more  than  one-third  of  tlie  • 
directors  of  an  Insured  institution  should  j 
be  directors  of  a  commercial  bank,  trust  ; 
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company,  or  holdkig  company  affiliate 
of  such  a  bank  or  company. 

(ill)  Not  more  than  one  director  of  an 
Insult  Instltutlcm  should  be  a  director 
(tf  the  same  commercial  bank,  Unst  c(Hn- 
pany,  or  holding  company  affiliate  of  such 
a  bank  or  company. 

(tv)  No  dlrwtor  of  an  insured  insti¬ 
tution  should  be  a  salaried  officer  or  em¬ 
ployee  of  any  other  financial  institution 
or  heading  company  affiliate  thereof. 

(V)  Paragrai^  (a)  (5)  and  paragraph 

(c)  of  this  section  do  not  apply  to  direc¬ 
tors,  officers  or  employees  of  another  fi¬ 
nancial  Institution  or  holding  company 
affiliate  thereof  (a)  if  such  other  finan¬ 
cial  Institution  and  such  Insured  Institu- 
tl(m  are  subsidiaries  of  the  same  sav¬ 
ings  and  loan  holding  company  or  (b)  if 
neither  such  other  financial  institution 
nor  anyholdlng  company  affiliate  thereof 
which  is  a  financial  institutiem  has  an 
office  located  within  any  county  (or  sim¬ 
ilar  political  subdivision)  or  standard 
metropolitan  statistical  area  (SMSA)  in 
which  such  insimed  institution  has  an  of¬ 
fice  or  within  any  coimty  or  SMSA  from 
which  such  insured  institution  receives 
either  more  than  $5,000,000  or  five  per¬ 
cent  of  its  savings  accounts. 

(b)  Inconsistent  conditions  of  insur~ 
ance  or  agreements  for  operating  pol¬ 
icies.  Any  insured  institution  which 
agrees  in  writing  with  the  Corporation 
to  comply  with  all  of  the  guidelines  set 
forth  in  paragrai^  (a)  of  this  section 
need  no  longer  comply  with  any  present 
condition  of  insurance  or  provision  of  its 
agreement  for  operating  policies  con¬ 
cerning  the  composition  of  its  board  of 
directms  or  the  employment  of  its  of¬ 
ficers. 

(c)  Officers.  Except  as  provided  in 
paragraph  (a)(5)(v)  of  this  section,  no 
salaried  officer  of  an  insured  institution 
may  become  or,  after  the  1978  annual 
meeting  of  such  institution,  continue  to 
serve  as  a  salaried  officer  or  employee  of 
any  other  financial  institution  or  holding 
company  affiliate  thereof. 

(d)  Other  employment.  No  insured  in- 
stitutiem  or  subsidiary  thereof  shall  per¬ 
mit  any  salaried  officer  or  employee  to 
work  during  the  hoius  of  his  employ¬ 
ment  by  such  institution  or  subsidiair  for 
any  affiliated  person  of  such  institutiem 
unless  such  affiliated  person  compensates 
such  institution  or  subsidiary  for  the 
time  during  which  such  officer  or  em¬ 
ployee  is  engaged  in  such  work. 

14.  Section  563.34  is  revised  to  read  as 
follows: 

§56.3.34  Deposit  relationships  involving' 
affiliated  persons. 

No  insured  institution  or  subsidiary 
thereof  8hail  maintain  a  deposit  relation¬ 
ship  with  any  affiliated  person  of  such 
institution  or  with  any  financilal  institu¬ 
tion  or  holding  company  affiliate  thereof 
of  which  an  affiliated  person  of  such  in¬ 
sured  institution  is  a  director,  if  the 
maintenance  of  such  deposit  relation¬ 
ship  has  been  specifically  disapproved  by 
the  Principal  Supervisory  Agent  of  the 
Corporation.  No  such  deposit  relation- 
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ship  shall  be  established  (including  a 
new  interlock  involving  an  existing  de¬ 
posit  relationship)  after  Sqitember  30, 
1976,  without  the  prior  Written  approv¬ 
al  of  the  Principal  Supervisory  Agent. 
In  taking  action  with  respect  to  Uie 
maintenance  or  establishment  of  such 
deposit  relationship,  factors  to  be  con¬ 
sidered  by  the  Principal  Supervisory 
Agent  will  include: 

(a)  Ihe  size  of  the  depository  relative 
to  the  deposits  maintain^  or  to  be  main¬ 
tained  by  such  insured  institution  or 
subsidiary; 

(b)  The  amount  of  the  deposits  rela¬ 
tive  to  the  size  of  such  insured  institu¬ 
tion  or  subsidiary; 

(c)  The  need  for  the  deposit  relation¬ 
ship  by  such  Insured  instituti(m  or  sub¬ 
sidiary  and  avaUable  alternative  deposit 
r^tionships  not  inv<dving  affiliated 
persons; 

(d)  Ihe  extent  to  which  affiliated  per¬ 
sons  have  an  interest  in  the  depository; 

(e)  Whether  the  deposit  relationship 
has  been  approved  by  a  -disinterested 
majority  of  the  entire  board  of  directors 
of  such  insured  institution  or  subsidiary; 

(f)  Any  current  supervisory  problems 
involving  such  Insured  institution  or  sub¬ 
sidiary  and  the  affiliated  persons  having 
an  interest  in  the  depository; 

(g)  Whether  the  deposit  relationship 
involves  an  active  demand  accoimt; 

(h)  Whether  the  deposit  relationship 
was  established  prior  to  July  1, 1972;  and* 

(1)  Any  other  factors  which  may  have 
a  detrimental  effect  on  such  insured  in¬ 
stitution  or  subsidiary. 

15.  Section  563.35  is  revised  to  read  as 
f(^ows: 

§  563.35  Restrirtions  involving  loan 
aervires. 

(a)  Tie-in  prohibitions.  No  insured  in- 
stltuticm  or  service  cmi^oratlon  affiliate 
thereof  may  grant  any  loan  on  the  prior 
condition,  agreement,  or  understanding 
that  the  borrower  contract  with  any  spe¬ 
cific  person  or  organization  for  the  fol¬ 
lowing: 

(1)  Insurance  services  (as  an  agent, 
broker,  or  underwriter),  except  insur¬ 
ance  or  a  guarantee  provided  by  a  gov¬ 
ernment  agency  or  private  mortgage  in¬ 
surance; 

(2)  Building  materials  or  constructiem 
services; 

(3)  li^al  services  rendered  to  the  bor¬ 
rower; 

(4)  Services  of  a  real  estate  agent  or 
broker;  or 

(5)  Real  estate  or  property  manage¬ 
ment  services. 

(b)  Notice  with  respect  to  insurance 
on  home  loans.  An  insured  institutiem 
or  subsidiary  thereof  shall  notify  the 
borrower  in  writing  of  his  right  to  freely 
select  the  person  or  organization  render¬ 
ing  the  insurance  services  referred  to  in 
paragraidi  (a)  (1)  (ff  this  section  in  con¬ 
nection  with  a  loan  on  a  home  (as  de¬ 
fined  in  §  541.10-2  of  this  chapter)  occu¬ 
pied  or  to  be  occupied  by  the  borrower 
at  or  prior  to  the  time  of  the  written 
commitment  to  make  such  loan. 


(e)  Limitation  on  paragraphs  (a)  and 
(b).  Notwithstanding  paragraphs  (a) 
and  (b)  Ot  this  section,  an  insured  insti¬ 
tution  or  subsidiary  thereof  may  refuse 
to  make  any  loan  if  It  believes  on  reason- 
aUe  grounds  that  the  insiuance  services 
provided  by  the  persem  or  organization 
selected  by  the  borrower  will  afford  in¬ 
sufficient  protectiem  to  such  institution 
or  subsidiary. 

(d)  Payment  of  attorney’s  fee  by  home 
borrowers.  In  connection  with  a  loan  on 
a  home  (as  defined  in  S  541.10-2  of  this 
chapter)  occupied  or  to  be  occupied  by 
the  borrower,  an  insured  institution  or 
subsidiary  thereof  may  require  such  bor¬ 
rower  to  reimburse  it  for  legal  services 
rendered  by  its  attorney,  or  to  directly 
pay  such  attorney  for  such  services,  only 
if: 

(1)  such  attorney’s  fee  is  limited  to 
legal  services  attributable  to  processing 
and  closing  such  loan  (and  not  unre¬ 
lated  services  performed  for  the  institu¬ 
tion  or  subsidiary  by  the  attorney) ; 

(2)  Such  attorney’s  fee,  if  in  excess  of 
$100,  is  supported  by  a  statement  pro¬ 
vided  to  the  borrower  at  or  prior  to  set¬ 
tlement  which  (i)  describes  the  legal 
services  being  performed,  (il)  sets  forth 
the  time  being  spent  by  such  attorney 
and  the  hourly  rate  or  oUier  basis  for  de¬ 
termining  such  fee,  (ill)  states  that  the 
legal  services  are  being  performed  on  be¬ 
half  of  the  insured  institution  or  sub- 
'sidiary  and  not  on  behalf  of  the  bor¬ 
rower,  and  (iv)  states  that  such  services 
are  being  paid  for  by  the  borrower; 

(3)  Such  attorney’s  fee  does  not  ex¬ 
ceed  that  which  is  reasonable  and  com¬ 
mensurate  with  the  legal  services  being 
performed;  and 

(4)  Such  attorney’s  fee  is  separately 
itemized  on  the  loan  settlement  sheet 
and  identified  as  a  fee  to  the  lender’s 
attorney. 

16.  Part  563  is  ao^ended  by  adding 
§S  563.40,  563.41,  563.43  and  563.45  to 
read  as  follows: 

§  563.40  RestricticHM  on  loan  procure¬ 
ment  fees,  kickbacks  and  unearned 
fees. 

(a)  Loan  procurement  fees.  No  affili¬ 
ated  person  of  an  insured  institution  may 
receive,  either  directly  or  indirectly,  from 
such  institution,  any  subsidiary  thereof, 
or  any  other  source  any  fee  or  other 
compensation  of  any  kind  in  connection 
with  the  procimement  of  any  loan  frenn 
such  institution  or  subsidiary  thereof. 

(b)  Kickbacks  and  unearned  fees.  The 
prohibitions  contained  in  sections  8(a) 
and  8(b)  the  Real  Estate  Settl«nent 
Procedures  Act  of  1974  (Pub.  L.  93-533) 
shall  apply  to  any  fee,  kickback,  thing  of 
value,  and  any  portion,  split  or  percent¬ 
age  of  any  cluuige,  either  directly  or  in¬ 
directly,  given  to  or  accepted  by  an  in¬ 
sured  institution  or  subsidiary  or  affili¬ 
ated  p^oon  thereof,  in  connection  with 
any  loan  on  real  pr(H)«ty  made  by  an 
Insured  institution  or  subsidiary  thereof, 
without  regard  to  whether  the  loan  is 
within  the  term  “federally  related  mort¬ 
gage  loan”,  as  ddlned  In  section  3(1)  of 
the  Act. 
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S  56S.41  Rertrictions  on  real  property 
tranaacHons  with  affiliated  peraons. 

<a>  Scope  of  oeeHon.  Section  684 J  at 
this  titaptCT  tB  eontn^hng  with  respect  to 
transactions  between  an  insured  institu¬ 
tion  and  a  holding  company. 

(b)  Rettrictiona.  No  insured  institu¬ 
tion  or  subsidiary  thereof  may,  eithtf 
directiy  or  indirectly,  purchase  from, 
Jointly  own  with,  sen  to.  or  lease  from  an 
affiliated  person  of  such  Institution  any 
interest  in  real  property,  except  as  fol¬ 
lows: 

(1)  A  Joint  ownership  of  real  property 
with  an  affiliated  person  existing  on  Sep¬ 
tember  30,  1976; 

(2)  A  purchase  from  an  affiliated  per¬ 
son  of  his  interest  in  real  property  Jointly 
owned  on  September  30,  1076,  or  a  sale 
to  an  affiliated  person  of  the  intact  of 
such  institution  or  subsidiary  in  real 
property  Jointly  owned  with  the  affiliated 
person  on  such  date; 

<3)  A  lease  (including  any  renewal 
thereof)  from  an  affiliated  person  exist¬ 
ing  on  September  30, 1976,  with  respect  to 
real  property  on  which  such  Institution 
or  subsidiary  maintains  or  has  applied  to 
maintain  an  office,  and  the  purchase 
fnxB  an  affiliated  person  of  real  property 
subject  to  such  a  lease;  and 

(4)  A  lease  from  an  affiliated  person 
of  real  property  on  which  such  institu¬ 
tion  or  subsidiary  will  maintain  an  office, 
if  the  space  being  leased  by  such  institu¬ 
tion  or  subsidiary  is  for  not  more  than  15 
percent  of  the  total  space  being  leased 
in  the  shopping  center  or  cffiice  building, 
and  a  roMwal  of  such  a  lease.  The  ex¬ 
ceptions  provided  in  (2),  (3),  and  (4)  of 
the  preceding  sentence  are  subject  to  the 
following  conditions: 

(i)  The  transaction  must  receive  prior 
written  approval  of  the  Principal  Super¬ 
visory  Agent; 

<li)  The  terms  of  the  transaction 
must  be  fair  to,  and  in  the  best  Interests 
of,  the  insured  Institution  or  subsidiary 
thereof; 

(ill)  The  transaction  must  be  sup¬ 
ported  by  an  independent  appraisal  not 
prepared  tnr  an  affiliated  person  or  em- 
Idoyee  of  such  institution  or  subsidiary; 
and 

(Iv)  The  transaction  must  be  approved 
in  advance  by  a  resolution  duly  adc^ited 
with  full  disclosm^  by  at  least  a  majmity 
(with  no  director  having  an  interest  in 
the  transaction  Toting)  of  the  entire 
board  of  directors  of  such  institution  or 
subsidiary  (or  alternatively  by  a  major¬ 
ity  of  the  total  votes  rtlglble  to  be  east 
by  the  voting  members  of  such  institu¬ 
tion  at  a  meeting  called  for  such  pur¬ 
pose.  with  no  votes  being  east  by  proxies 
not  solicited  for  such  purpose) .  PuH  dis¬ 
closure  must  include  the  source  of 
financing  of  the  affiliated  person  for  the 
real  property  Involved  in  the  transac¬ 
tion.  including  whether  the  Insured  in¬ 
stitution  or  any  subsidiary  thereof  has 
a  deposit  rrtationsh^  with  any  financial 
institution  or  holding  company  affiliate 
thereof  providing  the  financing. 


8  S6S.4S  ResirictioiM  on  loiiiM  and  other 
inveatmento  fatrolrfaig  afSBated  per¬ 
son*. 

(a)  Scope  of  section.  Section  584 J  of 
this  chapter  is  controlling  with  respect 
to  transactions  between  an  insined  in¬ 
stitution  and  a  holding  company. 

(b)  Restrictions  concerning  loan 
transactions  toUh  affiliated  persons.  (1) 
No  Insured  Institution  or  subsidiary 
thereof  may.  either  directly  or  indirectly, 
make  a  loan  to  any  affiliated  person  of 
such  institution  or  piirchase  such  a  loan, 
except  for  loans  in  the  ordinary  course 
of  the  business  of  such  institution  or 
subsidiary  which  do  not  involve  more 
than  normal  risk  of  collectibility  or  pre¬ 
sent  other  unfavorable  features,  and  are 
of  the  following  tsrpes: 

(1)  A  loan  secured  by  a  single-family 
dwelling  owned  and  occupied  by  the  bor¬ 
rower  as  his  principal  residence; 

til)  Loans  in  the  aggregate  not  ex¬ 
ceeding  $10,000  for  constructing,  adding 
to.  improving,  altering,  repairing, 
ecpilpplng.  or  furnishing  a  single-family 
dwelling  owned  and  occupied  by  the  bor¬ 
rower  as  his  principal  residence; 

(ill)  A  loan  secured  by  a  mobile  home 
owned  and  occupied  by  the  borrower  as 
his  principal  residence; 

(iv)  Loans  secured  by  savings  ac¬ 
counts  maintained  by  the  affiliated  per¬ 
son  at  the  institution; 

(v)  Loans  in  the  aggregate  not  ex¬ 
ceeding  $10,000  for  payment  of  educa- 
tlcmal  expenses;  and 

(Vi)  C(Hi8umer  loans  in  the  aggregate 
not  exceeding  $10,000  (including  any 
amounts  borrowed  under  subdivision  (11) 
of  this  subparagraph).  With  respect  to 
loans  covered  by  the  exceptions  in  (i), 
(ii),  (ill),  <v)  and  (vl)  of  the  preced¬ 
ing  sentence,  each  loan  must  be  ap¬ 
proved  in  advance  by  a  resolution  duly 
ad<H?ted  with  full  disclosure  by  at  least 
a  majority  (with  no  director  having  an 
interest  in  the  transaction  voting)  of 
tile  entire  board  of  directors  of  such  in- 
stituti<xi  or  subsidiary.  Full  disclosure 
must  include  whether  the  loan  is  made 
on  substantially  the  same  terms,  includ¬ 
ing  interest  rate  and  collateral,  as  those 
prevailing  at  the  time  for  comparable 
loans  to  other  than  aflillated  iiersons. 
If  the  interest  rate  ot  other  terms  are 
more  favorable  to  the  afDUated  person, 
the  resolution  should  Justify  the  more 
favorable  terms,  particularly  as  to  afUll- 
ated  persons  who  are  not  salaried  offi¬ 
cers  or  other  employees  of  such  insti¬ 
tution  or  subsidiary.  (See  Instruction  2 
to  Item  6(d>  of  Form  AR  under  I  563.45 
of  this  chapter.) 

(2)  No  insured  institution  or  subsid¬ 
iary  thereof  may  invest,  either  directly 
or  indlreetly,  in  the  sto<^  bonds,  notes, 
or  other  securities  of  any  affiliate  per¬ 
son  of  such  institution. 

(3)  No  insured  institution  or  subsidi¬ 
ary  thereof  may,  either  directly  or  in¬ 
directly,  purchase  securities  under  a  re¬ 
purchase  agreement  from  any  affiliated 
person  of  such  Instituticm. 

"(c)  Prohibitions  concerning  loan 
transactions  with  third  persons.  No  in¬ 


sured  institution  or  subsidiary  thereof 
may,  eitiier  directly  or  Indireetiy: 

(1)  Make  any  loan  to,  or  purrtiase 
(other  tiian  through  a  seeondary  mar¬ 
ket  surti  as  the  Federal  H<Hne  Loan 
Mortgage  Corporation)  any  loan  made 
to,  any  third  party  on  the  security  of 
real  property  purchased  from  any  affili¬ 
ated  person  of  such  institution,  unless 
the  property  was  a  slngle-famfiy  dwrtl- 
ing  owned  and  occupied  by  the  aflill¬ 
ated  person  as  his  principal  residence; 

(2)  Make  a  loan  to.  or  purchase  a 
loan  made  to,  any  third  pa^  secured 
by  real  property  with  respect  to  which 
any  affiliated  person  of  such  Institution 
holds  a  security  interest; 

(3)  Accept  the  stock,  bonds,  notes,  or 
other  securities  of  any  aflillated  person 
of  8\ich  institution  as  security  tor  a  loan 
to  any  third  party  made  or  purchased 
by  such  institution  or  subsidiary  thereof; 

(4)  Maintain  a  compensating  balance 
with  respect  to  a  loan  made  by  any 
third  party  to  any  aflillated  person  of 
such  institution;  or 

(5)  Enter  into  any  guarantee  arrange¬ 
ment  or  make  any  takeout  commitment 
with  respect  to  a  loan  made  by  any  third 
party  to  any  affiliated  person  of  such 
institution. 

§  56S.45  DIschMore. 

(a)  Annual  dtsclosure  requirements. 
Except  as  provided  in  this  paragraph 
and  paragraph  (b)  of  this  secUcm,  an 
insured  institution  shall  transmit  to  its 
voting  members  at  least  20  calendar 
days  prior  to  its  1978  animal  meeting, 
and  every  annual  meeting  thereafter,  an 
annual  report  meeting  the  requirements 
of  Form  AR.  In  lieu  of  transmitting  such 
annual  report,  an  insured  Institution 
may.  not  less  than  30  calendar  days  prior 
to  its  annual  meeting,  transmit  a  notice 
of  meeting  to  its  voting  members  clearly 
stating  that  such  annual  report  will  be 
promptly  furnished  to  such  person  upon 
request,  and  provide  a  postage  prepaid 
card  for  making  such  request.  For  pur¬ 
poses  of  complying  with  this  paragraph, 
an  Insured  institution  may.  if  necessary, 
determine  its  voting  members  as  of  a 
date  prior  to  the  actual  record  date  for 
voting  at  its  annual  meeting.  An  Insured 
Institution  is  not  required  by  this  para¬ 
graph  to  transmit  such  annual  report  or 
notice  of  meeting  to  any  voting  member 
with  less  than  two  votes,  unless  re¬ 
quested  by  such  member. 

(b)  Exemptions  from  paragraph  (a). 
Paragraph  (a)  shall  not  apply  to  an  in¬ 
sured  Institution: 

(1)  If  such  institution  has  total  assets 
of  less  than  $15,000,000  as  of  the  end  of 
its  audit  period  immediately  preceding 
the  annual  meeting,  except  as  provided 
in  paragraph  (d) ;  or 

(2)  In  the  case  of  a  stock-chartered 
Insured  institution,  if  such  institution  is 
subject  to  the  proxy  solicitation  require¬ 
ments  of  1 56Sd.l  of  this  chapter;  or 

(3)  If  (1)  the  oompositloo  of  the  board 
of  directors  of  such  institution  Is  in  ae- 
emrdanoe  with  the  guidelines  set  forth  hi 
i  563.33(a)  as  of  the  end  of  its  audit  pe-j 
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liod  Immediately  preceding  the  annual 
meeting,  except  that  an  institution  whose 
directors  are  elected  for  three-year  stag¬ 
gered  terms  need  not  be  in  compliance 
unU  the  audit  period  immediately  i»‘e- 
ceding  its  1980  annual  meeting;  (il)  the 
affiliated  persons  of  such  institution  have 
not  mgaged  in  any  transactions  since 
the  beginning  of  such  immediately  pre¬ 
ceding  audit  period  which  must  dis¬ 
closed  under  Iton  6(e)  of  Form  AR;  and 
(iii)  proxies  solicited  by  management 
from  savings  accountholders  and  bor¬ 
rowers  for  the  election  of  directors  (other 
than  in  connection  with  an  annual  proxy 
solicitation)  will  be  voted  as  directed  by 
a  majority  vote  of  such  institution’s  en¬ 
tire  board  of  directors,  or  of  a  committee 
of  such  directors  if  such  committee’s 
c<»np(^tion  and  authority  are  controlled 
by  a  majority  vote  of  its  entire  board  and 
if  its  authority  is  revocable  by  such  a 
majority. 

(c)  Filing  requirements.  Six  copies  of 
each  annual  report,  pr^red  pursuant 
to  paragraph  (a)  of  this  secti(m.  and  any 
notice  of  meeting  transmitted  to  voting 
memters  pursuant  thereto,  shall  be  pub¬ 
licly  filed  with  the  Board  concurrently 
with  or  prior  to  transmission  of  such  re¬ 
port  or  notice  pursuant  to  paragraiAi  (a) . 
Three  of  such  copies  shall  be  mailed  or 
delivered  to  the  Principal  Supervisory 
Agent  and  the  other  three  to  the  Securi¬ 
ties  Division,  Office  of  the  General  Coim- 
sel.  Federal  Home  Loan  Bank  Board,  320 
First  Street.  N.W.,  Washington.  D.C. 
20552.  If  the  Board  determines  that  the 
material  so  filed  fails  to  comply  in  any 
material  respect  with  the  requirements 
of  Form  AR,  the  Board  may  require  such 
material  for  three  years  tho'eafter  to 
be  filed  with  the  Board  and  authorized 
for  use  iH*ior  to  being  transmitted  to  vot¬ 
ing  members. 

(d)  Annual  disclosure  requirements 
lor  institutions  under  $15  million  in  as¬ 
sets.  An  Insured  institution  which  Is  not 
exempt  fnxn  paragraph  (a)  by  para¬ 
graph  (b)(2),  and  which  has  less  than 
$15,000,000  in  assets  as  of  the  end  of 
any  audit  period  (beginning  with  the 
audit  period  immediately  preceding  Its 
1978  annual  meeting) ,  shall  prepare  an 

report  meeting  the  requirements 
of  Form  AR  with  respect  to  each  such 
audit  period  as  to  which  such  institu¬ 
tion  does  not  conform  with  paragn^h 
(b)  (3).  Six  copies  of  each  annual  report 
required  by  the  preceding  sentence  shall 
be  publicly  filed  with  the  Board  at  least 
20  days  prior  to  the  annual  meeting  fol¬ 
lowing  the  audit  period  as  to  which  such 
report  was  prepared.  ’Three  of  such  ccqiles 
be  mailed  or  delivered  to  the  Prln- 
cl^  Supervisory  Agent  and  the  other 
three  to  the  Securities  Division,  Office  of 
the  General  Counsel,  Federal  Home  Loan 
Bank  Board,  320  First  Street  NW..  Wash¬ 
ington,  D.C.  20552.  If  the  Board  deter¬ 
mines  that  an  annual  report  prepared 
by  an  Insured  institution  pursuant  to 
this  paragn^h  (d)  reveals  practices  or 
events  during  the  audit  period  covered 
by  such  report  which,  if  continued,  the 
Board  believes  should  be  disclosed  to 
persons  having  voting  rights  in  such 
institution,  thm  the  Board  may  require 


such  institution  to  comply  with  the  re¬ 
quirements  of  paragraph  (a)  in  connec¬ 
tion  with  the  annual  report  for  its  next 
audit  period  if  such  a  report  is  required 
by  this  paragraph  (d).  If  an  animal 
report  prepared  pursuant  to  this  para¬ 
graph  (d)  reveals  information  of  the 
type  described  in  the  Immediately  pre¬ 
ceding  sentmce,  the  Board  will  notify  the 
institution  In  writing  within  60  days  of 
the  filing  of  such  report  with  the  Board 
that  such  institution  must  submit  its 
annual  report  (if  any)  for  its  next  audit 
period  to  the  Board  for  a  determination 
as  to  whether  such  institution  must  com¬ 
ply  with  the  requirements  of  paragraph 
(a)  in  connection  with  such  report. 

(e)  Disclosure  not  a  restriction  on 
Board’s  general  authority.  Disclosure 
under  this  section  does  not  restrict  the 
Board’s  authority  to  take  appropriate 
action  as  to  unsafe  or  unsound  practices, 
or  violations  of  law  or  regulation,  re¬ 
specting  the  matters  disclosed. 

(f)  Additional  scope  of  "afflliated 
person.”  As  used  in  S  563.45  and  in  Form 
AR,  the  term  “affiliated  person”  includes 
any  person  who  has  been  nominated  to 
be  a  director  of  the  insured  institution  as 
if  such  person  had  been  a  director  since 
the  beginning  of  the  institution’s  last 
audit  period. 

Form  AR  (Annual  Report  Form) 
GENERAL  INSTRUCTIONS 

Each  aanual  report  required  under  {  663.- 
45  shall,  to  the  extent  applicable,  include 
the  information  called  for  under  ea^  of  the 
items  below.  In  pr^aratlon  of  the  annual 
report,  particular  attention  should  be  given 
to  the  definitions  in  Part  661  of  this  chapter. 

Ihls  form  is  not  to  be  used  as  a  blank  form 
to  be  filled  in,  nor  is  it  intended  to  preacrlbe 
a  form  for  presentation  of  material  In  the 
statement.  Its  purpose  is  solely  to  prescribe 
the  Information  required  to  be  set  forth  tn 
the  statement;  any  additional  Information 
that  the  Insured  institution  deems  ai^ro- 
priate  may  be  Included. 

INFORMATION  REQUIRED  IN  STATEMENT 

Item  1 — Nominees  and  Directors,  (a)  Fur¬ 
nish  the  foUowing  information,  in  tabular 
form  to  the  extent  practicable,  with  reflect 
to  each  person  nominated  for  election  as  a 
director  and  each  other  person  whose  term 
of  office  as  a  director  wlU  continue  after  the 
meeting: 

(1)  State  the  name  and  age  each  such 
pmrson.  the  nature  of  any  immediate  family 
relationship  between  him  and  other  direc¬ 
tors,  nominees  and  <^cers,  when  his  term 
<d  office  or  the  term  of  office  for  which  he  is 
a  nominee  wlU  eq>lre,  and  all  other  positions 
and  offices  with  the  institution  presently 
held  by  him.  and  indicate  which  persons 
exe  nominees  for  electlcm  as  directors  at  the 
meeting. 

(2)  State  his  present  principal  occupa¬ 
tion  or  employment  and  give  the  name  and 
principal  business  of  any  corporation  or 
other  organlzaUon  In  which  such  employ¬ 
ment  is  carried  on.  Furnish  similar  informa¬ 
tion  as  to  aU  his  principal  occupations 
or  employments  during  the  last  five  years, 
unless  he  is  now  a  director  and  was  elected 
to  his  present  term  of  <^oe  at  an  annual 
meeting  with  respect  to  which  an  annual  re- 
port  meeting  the  requirements  of  Form  AR 
was  furnished. 

(3)  If  he  is  or  has  previously  been  a  di¬ 
rector  of  the  Institution,  state  the  period 
or  periods  during  which  he  has  served  as 
such. 


(4)  In  the  case  of  a  stock  institution, 
state,  as  ot  the  most  recent  practicable  date, 
the  approximate  amount  ot  each  class  of 
equity  securities  (other  than  directors' 
qualifying  shares)  of  the  institution,  or  any 
parent  codq>any  or  subsidiary  thereof,  bene¬ 
ficially  own^  by  him,  either  directly  or  In¬ 
directly.  If  he  disclaims  beneficial  ownership 
of  any  such  securittss,  make  a  statement  to 
that  effect. 

(b)  If  any  nominee  for  election  as  a  di¬ 
rector  is  proposed  to  be  elected  pursuant  to 
any  arrangement  or  understcmdlng  between 
the  nominee  and  any  other  person  or  per¬ 
sons,  except  the  dlrectms  and  officers  of  the 
Institution  acting  solely  In  those  capacities, 
name  such  other  person  or  persons  and  de¬ 
scribe  briefly  such  arrangement  or  under¬ 
standing. 

(c)  State  whether  the  c(Hnpositlon  of  the 
institution's  board  of  dlrect<MB  will  be  in 
compliance  with  the  guidelines  set  forth  in 
}  663.33(a),  and  If  not,  the  extent  to  which 
the  composition  of  such  board  will  not  com¬ 
ply  with  such  guidelines. 

Item  i— Officers.  List  the  names  and  ages 
of  all  officers  of  such  institution  and  all  per¬ 
sons  chosen  to  become  officers;  state  the 
nature  of  any  immediate  family  relationship 
between  them;  indicate  all  positions  and  of¬ 
fices  with  the  institution  held  by  each  such 
person;  if  such  person  has  served  as  an  of¬ 
ficer  of  the  institution  for  less  than  five 
years,  state  the  period  during  which  he  has 
served  as  an  officer;  and  if  such  person  is  em¬ 
ployed  pursuant  to  an  employment  contract, 
states  the  period  of  such  contract  and 
whether  it  may  be  terminated  for  cause  by 
the  Institution. 

Item  3 — Voting  rights.  Describe  the  voting 
rights  of  each  class  of  persons  having  voting 
rights  (e.g.,  accountholders,  borrowers  and/ 
or  stockholders)  and  the  approximate  num¬ 
ber  of  votes  to  which  each  such  class  of  per¬ 
sons  U  entitled;  state  the  date  as  of  adilch 
the  recMd  of  voting  members  entitled  to  vote 
at  the  meeting  will  be  determined;  and  In 
the  case  of  a  stock  Institution,  describe  any 
cumulative  voting  rights. 

Item  4 — Proxies  and  revocaWlity  thereof. 
State  the  method  by  which  proxies  are  so¬ 
licited  by  management  for  the  election  of 
directors  (e.g.,  by  annual  solicitation  or  by 
having  savlnn  accountholders  sign  a  proxy 
of  Indefinite  ^duration  In  conjunction  with 
opening  their  accounts).  Also,  state  the 
names  of  the  persons,  and  their  positions 
and  offices  with  the  Institution,  holding  these 
proxies,  and  whether  the  persons  giving 
these  proxies  have  the  power  to  revoke  them. 
If  the  right  of  revocation  before  these  prox¬ 
ies  are  exercised  Is  limited  or  Is  subject  to 
compliance  with  any  formal  procedure, 
briefly  describe  such  limitation  or  procedure. 

Item  6 — Change  in  control,  (a)  Name  each 
controlling  person  of  the  Institution  and 
Include  the  number  of  proxies  held  by  such 
pwson  and.  In  the  case  of  a  stock  Institu¬ 
tion,  the  number  of  voting  shares  of  stock 
or  other  voting  securities  owned,  controlled, 
or  held  with  power  to  vote  by  such  person. 

(b)  Describe* any  change  In  controlling 
persons  of  the  Institution  which  has  oc¬ 
curred  since  the  beginning  of  Its  last  audit 
period. 

(e)  Describe  any  contractual  arrange¬ 
ments,  known  to  the  Institution,  Including 
any  pledge  of  voting  securities  of  the  Insti¬ 
tution  or  any  parent  company  thereof,  the 
operation  of  the  terms  of  which  may  at  a 
subsequent  date  restdt  In  a  (diange  of  con¬ 
trol  of  the  Institution. 

Item  6 — Remuneration  and  other  trans¬ 
actions  with  Uanagement  and  others. — (a) 
Direct  remuneration.  Furnish  the  following 
Information  In  substantially  the  tabular 
form  Indicated  below  as  to  all  direct  re¬ 
muneration  paid  by  the  Institution  and  Its 
subsidiaries  during  the  Institution's  latest 
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Audit  period  to  tbe  lollowing  persons  for 
■ervicee  in  all  capacities: 

(1)  Baoh  director  of  the  institution  whose 
ag^gate  direct  remuneration  exceeded 
$40,000.  and  each  of  the  three  highest  paid 
officers  of  the  institution  whose  aggregate 
direct  remtmeration  exceeded  that  amount, 
naming  each  director  and  officer. 

^  (2)  All  directors  and  officers  of  the  insti¬ 

tution  as  a  group  without  naming  them,  but 
stating  the  number  of  persons  included. 


Nam*  of  Individ- 

Capacities  in 

ual  or  number 

whicb  remu- 

Aggregate  direct 

of  persons  in 

neratlon  was 

rwuuneration 

(roup 

received 

(A) 

(B) 

(C) 

Jnstructiofu.  1.  This  item  applies  to  any 
person  who  was  a  director  or  officer  of  the 
mstitutlon  at  any  time  during  the  period 
spedfled.  Howerer,  information  need  not  be 
given  for  any  portion  of  the  period  during 
which  such  perMn  was  not  a  director  or 
officer. 

2.  The  information  is  to  be  given  on  an 
accrual  basis,  if  practicable.  The  tables  re¬ 
quired  by  this  paragraph  and  paragraph  (b) 
may  be  combined  if  the  institution  so  desires. 

S.  Do  not  Include  remimeration  paid  to  a 
partnership  in  which  any  director  or  dBcer 
was  a  partner.  But  see  paragnq>h  (e)  below. 

(b)  Annuities,  pensions,  and  retirement 
benefits.  Furnish  the  following  Information, 
in  substantially  the  tabular  form  indicated, 
as  to  all  annuity,  pension,  or  retirement  ben¬ 
efits  proposed  to  be  paid  imder  any  existing 
plan  in  the  event  of  retirement  at  normal 
retirement  date,  directly  or  indirectly,  by  the 
institution  or  any  subsidiary  thereof  to  each 
director  or  officer  named  in  answer  to  para¬ 
graph  (a)  (1)  and  to  all  directors  and  officers 
of  the  institution  who  are  eligible  for  such 
benefits,  as  a  group,  stating  the  number  of 
persons  in  the  group  without  naming  them: 


Amount  set 

Nam*  of  Individ-  aside  or  accrued  Estimated 
nal  or  number  of  durinc  institu-  annual  benefits 
pcnons  in  group  tlon’s  ust  audit  upon  retirement 
period 

(A)  (B)  (C) 


Instructions.  1.  The  term  “plan"  in  this 
paragraph  and  in  paragraph  (o)  includes 
all  plans,  contracts,  authorizations,  or  ar¬ 
rangements,  whether  or  not  set  forth  in  any 
formal  document. 

a.  Column  (B)  need  not  be  answered  with 
respect  to  payments  computed  on  an  actu¬ 
arial  basis  under  any  plan  which  provides 
for  fixed  benefits  in  the  event  of  retirement 
at  a  specified  age  or  after  a  specified  number 
of  years  of  service.  In  such  case.  Columns  (A) 
and  (C)  need  not  be  answered  with  respect 
to  directors  and  officers  as  a  group. 

S.  The  information  called  for  by  Column 
(C)  may  be  given  in  a  table  showing  the 
annual  benefits  payable  upon  retirement  to 
persons  in  specified  salary  classifications. 

4.  In  the  ease  of  any  plan  (other  than 
those  specified  in  Instruction  2)  where  the 
amount  set  aside  each  year  depends  upon 
the  amount  of  earnings  or  profits  of  the  in¬ 
stitution  or  its  subsidiaries  for  such  period 
or  a  prlcnr  period  (or  where  otherwise  im¬ 
practicable  to  state  the  estimated  annual 
benefits  upon  retirement)  there  shall  be  set 
forth,  in  lieu  of  the  information  called  for 
by  Column  (C),  the  aggregate  amount  set 
aside  or  accrued  to  date,  unless  impractica¬ 
ble  to  do  so.  in  which  case  the  method  of 
computing  such  benefits  shall  be  stated.  In 
addition,  furnish  a  brief  description  of  the 


material  terms  of  the  plan.  Including  the 
method  used  in  computing  the  institution’s 
contribution,  and  the  amount  set  aside  or 
accrued  during  the  institution’s  last  audit 
period  tor  all  officers  and  directors  as  a  group, 
indicating  the  number  of  persons  in  such 
group  without  naming  them. 

(0)  Other  remuneration.  Describe  briefly 
all  remtumration  payments  (other  than  pay¬ 
ments  reported  under  paragraph  (a)  or  (b) ) 
proposed  to  be  made  in  the  future,  directly 
or  indirectly,  by  the  institution  or  any  sub¬ 
sidiary  thereof  pursuant  to  any  existing  plan 
or  arrangement  to  (1)  each  director  or  officer 
named  in  answer  to  paragraph  (a)  (1).  nam¬ 
ing  each  such  person,  and  (2)  all  directors 
and  officers  of  the  institution  as  a  group, 
without  naming  them. 

Instruction.  Information  need  not  be  in¬ 
cluded  as  to  payments  to  be  made  for,  or 
benefits  to  be  received  from,  group  life  or 
accident  insurance,  group  hospitalization  or 
similar  group  payments  or  benefits.  If  it  is 
impracticable  to  state  the  amotmt  of  re¬ 
muneration  payments  proposed  to  be  made, 
the  aggregate  amount  set  aside  or  accrued 
to  date  in  respect  of  siich  payments  shall  be 
stated,  together  with  an  explanation  of  the 
basis  for  future  payments. 

(d)  Loans.  State  as  to  each  aflUlated  per¬ 
son  of  the  institution  who  was  Indebted  to 
the  institution  or  any  subsidiary  thereof  at 
any  time  slnoe  the  beginning  of  the  last 
audit  pmriod  of  the  institution,  (1)  the  larg¬ 
est  aggregate  amount  of  indebtedness  out¬ 
standing  at  any  time  during  such  period,  (2) 
the  nature  of  the  indebtedness  and  of  the 
transaction  in  which  it  was  incurred,  (3)  the 
amoimt  thereof  outstimdlng  as  of  the  latest 
practicable  date,  and  (4)  the  rate  of  Interest 
paid  or  charged  thereon. 

Instructions.  1.  Include  the  name  of  each 
person  whose  indebtedness  is  described  and 
the  nature  of  the  relationship  by  reason  of 
which  the  information  is  required  to  be 
given. 

2.  Disclosure  under  this  Item  6(d)  shall 
not  be  required  where  the  transaction  con¬ 
sists  of  a  loan  by  the  Institution  or  subsidi¬ 
ary  that  (1)  is  of  the  type  covered  by  an 
exception  in  f  663.43(b),  and  (11)  Is  made  on 
substentlally  the  same  terms,  including  in¬ 
terest  rate  and  collateral,  as  those  prevailing 
at  the  time  for  comparable  transactions  with 
other  than  affiliated  persons.  In  the  case  of  a 
loan  made  to  an  officer  who  is  not  a  director 
or  controlling  person  of  the  institution,  dis¬ 
closure  of  the  loan  transaction  need  not  be 
made  under  this  Item  6(d)  if  (1)  dlscloewe 
would  not  have  been  required  under  the  pre¬ 
ceding  sentence  except  that  the  Interest  rate 
being  paid  is  less  than  the  rate  for  compara¬ 
ble  loans  to  other  than  affiliated  persons  at 
the  time  the  loan  was  made,  and  (11)  the 
aggregate  principal  balance  of  all  loaxis  at 
less  than  such  comparable  Interest  rates  to 
such  officers  as  a  group  outstanding  at  the 
end  of  the  last  audit  period  of  the  institu¬ 
tion  is  stated,  together  with  a  brief  descrip¬ 
tion  of  the  policy  of  the  institution  or  sub¬ 
sidiary  in  making  such  loans. 

(e)  Transactions  where  certain  persons 
have  a  material  interest.  Describe  briefly  any 
transactions  since  the  beginning  of  the  last 
audit  period,  and  any  presently  proposed 
transactions,  to  which  the  institution  or  any 
of  its  subsidiaries  was  or  Is  to  be  a  party,  in 
which  any  aflUlated  person  of  the  Institu- 

jtion  had  or  is  to  have  a  direct  or  indirect 
material  interest,  naming  such  person  and 
stating  bis  relationship  to  the  institution, 
the  nature  of  his  interest  in  the  transaction 
and,  where  practicable,  the  amoimt  of  such 
Interest. 

Instructions.  1.  This  item  applies  to  any 
person  who  was  an  affiliated  person  of  the 
institution  at  any  time  during  the  period 
spedfled.  However,  Information  need  not  be 


given  fox  any  portion  of  the  period  dtirlng 
which  such  person  was  not  an  aflUlated  per- 
Boa. 

2.  In  connection  with  a  loan  transaction 
to  which  the  institution  or  a  subsidiary 
thereof  is  a  party,  an  aflUlated  person  of  the 
institution  acting  as  attorney  or  iqipraiser 
for  the  institution  or  subsidiary,  or  as  escrow 
agent,  buUder  or  real  estate  agent/broker, 
wlU  be  deemed  to  have  a  direct  er  indirect 
interest  in  such  loan  transaction,  unless  such 
person  acts  in  such  capadty  or  capacities  as 
a  full  time  salaried  officer  or  enq>loyee  of  the 
institution  or  subsidiary  without  additional 
or  separate  compensation  tor  individual  loan 
transactions.  An  aflUlated  person  acting  as 
an  insurance  agent/broker  or  rmderwriter, 
BuppUer  of  title  examination  or  abstract  serv¬ 
ices,  or  buUdlng  materials  supplier  will  be 
deemed  to  have  a  direct  or  indirect  interest 
in  such  loan  transaction  if  the  aflUlated  per¬ 
son  was  selected  by.  or  on  the  basis  of  a 
referral  fit»n,  the  Institution  or  subsidiary. 
An  aflUlated  person  acting  as  a  buUdlng  ma¬ 
terials  suppUer  wiU  be  deemed  to  have  a 
direct  or  indirect  interest  in  such  loan  trans¬ 
action  if  the  institution  or  subsidiary  bad 
knowledge  that  such  person  would  act  in 
such  ciqwclty  at  the  time  the  loan  commit¬ 
ment  was  made.  In  determining  whether  the 
interest  of  the  aflUlated  person  la  such  loan 
transaction  is  material,  aU  payments  made 
during  an  audit  period  of  the  Institution  to 
the  affiliated  person  for  acting  in  one  or 
more  of  the  foregoing  oapacltieB  shaU  be 
aggregated  for  purposes  of  the  $40,000  com¬ 
putation  under  Instruction  4(c) . 

3.  A  person  will  be  deemed  to  have  a  di¬ 
rect  or  indirect  material  interest  in  a  locm 
transaction  to  which  the  institution  or  a 
subsidiary  thereof  was  or  is  to  be  a  party 
if  the  loan  is  to  flnance  the  purchase  of  real 
property  from  such  person. 

4.  No  information  need  be  given  in  answer 
to  this  item  as  to  any  transaction  where — 

(a)  The  rates  or  charges  involved  in  the 
transaction  are  determined  by  competitive 
bids,  or  the  transaction  involves  the  ren¬ 
dering  of  services  at  rates  or  charges  fixed 
in  comformlty  with  law  or  governmental  au¬ 
thority;  but  information  shall  be  given  not¬ 
withstanding  approval  of  the  transaction 
by  the  Board,  its  Principal  Supervisory  Agent, 
or  other  governmental  authority; 

(b)  The  trsmsactlon  Involves  services  as  a 
transfer  agent,  registrar,  trustee  under  a  cor¬ 
porate  trust  indenture,  or  similar  services; 
but  Information  shall  be  given  as  to  transac¬ 
tions  involving  services  as  a  bank  depository 
if  the  amount  of  the  deposits  ot  the  institu¬ 
tion  and  its  subsidiaries  averaged  on  *  a 
monthly  basis  $40.(X)0  or  more  during  the  last 
audit  period  of  the  institution; 

(c)  The  amount  involved  in  the  transac¬ 
tion  or  a  series  of  similar  transactions,  in¬ 
cluding  all  periodic  Installments  in  the  case 
of  any  lease  or  other  agreement  providing  for 
periodic  payments  or  Installments,  does  not 
exceed  $40,000; 

(d)  The  interest  of  the  affiliated  person 
arises  solely  from  ownership  of  securities  of 
the  institution  and  the  affiliated  person  re¬ 
ceives  no  extra  or  special  benefit  not  shared 
on  a  pro  rata  basis  by  all  holders  of  seewi- 
tles  of  the  class;  or 

(e)  The  transaction  consists  ot  indebted¬ 
ness  to  the  institution  or  subsidiary  dis¬ 
closed  under  Item  6(d)  or  exempt  from  dis¬ 
closure  under  Instruction  2  to  Item  6(d) . 

6.  It  should  be  noted  that  thu  item  calls 
for  disclosure  of  indirect,  as  well  as  direct, 
material  Interests  in  transactions.  A  person 
who  has  a  position  or  relationship  with  a 
firm,  corporation,  or  other  entity,  which  en¬ 
gages  in  a  transaction  with  the  institution 
or  a  subsidiary  thereof  may  have  an  indirect 
interest  in  such  transaction  by  reason  of  such 
position  or  relationship.  However,  a  person 
shall  be  deemed  not  to  have  a  material  in- 
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direct  Interest  In  n  trenaectton  wltfaln  the 
Titoaning  at  this  Item  where 

(n)  The  Interest  arises  only  (1)  trmn  soch 
person's  position  as  a  director  of  another  oor- 
poraUon  or  otf^snlaatlon  (other  than  a  part* 
nerBh4>)  which  Is  a  party  to  the  transaction, 
or  (11)  from  direct  or  indirect  ownership  by 
such  person  and  all  other  persons  speellled 
in  sut^Mragraphs  (1)  and  (S>  above.  In  the 
aggregate,  of  lees  than  a  10  percent  equity 
Interest  la  another  person  (other  than  a 
partnership)  which  Is  a  party  to  the  transac¬ 
tion.  or  (ill)  from  both  such  position  and 
ownership; 

(b)  Hie  Interest  arises  only  from  such  per¬ 
son's  position  as  a  limited  partner  in  a  part¬ 
nership  in  which  he  and  all  oUier  persons 
specified  in  subparagraphs  (1)  and  (3)  above 
had  an  Interest  of  less  than  10  percent;  or 

(c)  The  interest  of  such  person  arises  solely 
from  the  holding  at  an  equity  Interest  (In¬ 
cluding  a  limited  partnoehlp  Interest,  but 
excluding  a  general  partnership  Interest)  or 
a  creditor  Interest  In  another  person  which  Is 
a  party  to  the  transaction  with  the  Institu¬ 
tion  or  any  subsidiary  thereof  and  the  trans¬ 
action  Is  not  material  to  such  other  person. 

6.  The  amount  of  the  Interest  of  any  speci¬ 
fied  peiecm  shall  be  computed  without  regard 
to  the  amount  (rf  profit  or  loss  involved  In 
the  transaction.  Where  It  Is  not  practicable 
to  state  the  iq>proximate  amount  of  the  in¬ 
terest,  the  approximate  amount  Involved  in 
the  transaction  shall  be  indicated. 

7.  The  foregoing  Instructions  specify  cer¬ 
tain  transacUons  and  Interests  as  to  which 
Information  may  be  omitted  In  answering 
thin  Item.  There  may  be  situations  where, 
although  the  foregoing  Instructions  do  not 
ejpressly  authorize  nondisclosure,  the  Inter¬ 
est  of  an  affiliated  person  in  the  particular 
transaction  or  series  of  transactions  Is  not 
a  material  Interest.  In  that  case.  Information 
regarding  such  interest  and  transaction  Is  not 
required  to  be  dtoclosed  In  response  to  this 
Item 

8.  Information  should  be  included  as  to  any 
material  underwriting  discounts  and  com- 
mlssloos  upon  the  sale  of  securities  by  the 
Institution  where  any  of  the  affiliated  per¬ 
sons  were  or  are  to  be  a  prliMdpal  under¬ 
writer  or  Is  a  controlling  person  or  a  member 
of  a  firm  that  was  or  Is  to  be  a  principal 
underwriter.  Information  need  not  be  given 
concerning  ordinary  management  fees  paid 
by  underwriters  to  a  managing  undersrrlter 
pursuant  to  an  agreement  among  under¬ 
writers  the  parties  to  which  do  not  Include 
the  Institution  or  any  subsidiary  thereof. 

(f)  Opttoiu  to  purehiue  secwrlMes.  In  the 
ease  of  stock  Institutions,  furnish  the  follow¬ 
ing  Information  as  to  all  options  to  purchase 
securities,  from  the  Institution  or  any  parent 
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con^tany  or  subsidiary  thereof,  which  were 
granted  to  or  exercised  by  the  following  per¬ 
sons  since  the  beginning  of  the  institution's 
last  audit  period  and  as  to  all  options  held 
by  such  persons  as  of  the  latest  praetloable 
date:  (1)  each  dlreetor  or  c^Dcer  named  In 
answer  to  pcuagnq>h  (a)(1)  of  this  Item, 
wajnittg  each  su^  person;  and  (11)  all  di¬ 
rectors  and  officers  of  the  Institution  as  a 
group,  without  naming  them: 

(1)  As  to  options  granted,  state  (4)  the 
title  and  amount  of  securities  called  for.  (II) 
the  prices,  expiration  dates,  and  other  mate¬ 
rial  provisions;  and  (111)  the  market  value 
of  the  securities  called  tmr  on  the  granting 
date. 

(2)  As  to  options  exercisad.  state  (1)  the 
title  and  amount  of  securities  purchased; 
(11)  the  aggregate  purchase  price;  and  (111) 
the  aggregate  market  value  of  the  securities 
purchased  on  the  date  of  purchase. 

(3)  As  to  all  unexerclsed  options  held  as  of 
the  latest  practicable  date,  regardless  of  when 
such  cations  were  granted,  state  (1)  the  title 
aiMi  aggregate  amount  of  securities  called 
for;  (11)  the  average  cation  price  per  share; 
and  (ill)  the  per  share  market  price  of  the 
securities  subject  to  the  option,  as  of  the 
latest  practicable  date. 

Jnstruetioiu.  1.  The  term  “options”  as  used 
In  this  paragraph  (f)  includes  all  options, 
warrants,  or  rights,  other  than  thoee  Issued 
to  eectirity  holders  as  such  on  a  pro  rata 
basis.  Where  the  average  option  price  per 
share  Is  called  for,  the  weighted  average 
price  per  share  shall  be  given. 

2.  The  extension,  regrantlng,  or  material 
amendment  of  options  shall  be  deemed  the 
granting  of  options  within  the  meaning  of 
this  paragraph. 

3.  This  Item  need  not  be  answered  with 
respect  to  options  granted,  exercised,  or  out¬ 
standing,  as  may  be  specified  therein,  where 
the  total  maihet  value  (1)  on  the  granting 
date  of  the  securities  called  for  by  all  options 
granted  diulng  the  period  specified;  (11)  on 
the  dates  of  pxirchase  of  all  securities  pur¬ 
chased  through  the  exercise  of  options  dur¬ 
ing  the  pwlod  specified;  or  (111)  as  of  the 
latest  practicable  date  at  the  securities  called 
for  by  all  options  held  at  such  time,  does  not 
exceed  $10,000  for  any  officer  or  director 
named  in  answer  to  paragraph  (a)(1)  of  this 
Item,  or  $40,000  for  aU  officers  and  directors 
as  a  group. 

(g)  TranaactUms  involving  certain  pen- 
eton.  retirement,  aavinga  and  other  aimilar 
plana.  Describe  briefly  any  transactions  since 
the  beginning  of  the  Institution’s  last  audit 
period  or  any  {Hwamitty  proposed  transaction, 
to  which  any  pension,  retirement,  savings,  or 
■imMar  plan  provided  by  the  InsUtutton  or 
any  parent  company  or  subsidiary  thereof, 
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was  or  Is  to  be  a  party.  In  which  any  affiliated 
person  of  the  Institution  had  or  Is  to  have  a 
direct  or  indirect  material  Interest,  naming 
such  person  and  stating  his  relation  to  the 
lnstltutl<Hi,  the  nature  of  his  Interest  in  the 
transaction,  and.  where  practicable,  the 
amotmt  of  such  Interest. 

Inatructiona.  1.  Without  limiting  the  gen¬ 
eral  meaning  of  the  term  “transaction”  tbetp 
shall  be  included  in  answer  to  this  Item  any 
rem\meratk>n  received  or  any  loans  received 
or  outstanding  during  the  period,  or  pro- 
poeed  to  be  received. 

2.  No  information  need  be  given  In  answer 
to  paragraph  (g)  with  respect  to— 

(a)  payments  to  the  plan,  or  payments  to 
beneficiaries,  pursuant  to  the  terms  of  the 
plan; 

(b)  payments  of  remuneration  for  services 
not  in  excess  of  five  percent  of  the  aggregate 
remuneration  received  by  the  affiliated  per¬ 
son  during  the  Institution’s  last  audit  period 
from  the  Institution  and  Its  subsldlarleB. 

Item  7 — Brief  description  of  business. 
Furnish  a  brief  description  of  the  business 
done  by  the  Institution  and  Its  subsidiaries 
during  the  Institution’s  most  recent  audit 
period.  Including  information  concerning  any 
material  devetopments  during  such  potM. 

Item  8 — Financial  atatementa.  Furnish  a 
statement  of  financial  condition  of  the  In¬ 
stitution  as  of  the  eiul  of  Ita  last  two  audit 
periods  and  related  statements  of  Income, 
retained  earnings  and  changes  In  financial 
position  for  su(^  periods.  Such  financial 
statements  shall  be  certified  by  ind^iendent 
public  accountants  (except  as  otherwise  pro¬ 
vided  in  1563.17-1),  and  acoompanled  by 
the  accountants’  report.  Such  financial  state¬ 
ments  may  be  presented  on  a  consolidated 
basis  with  subsidlaiiee  of  the  InsUtutkm.  If 
the  institution’s  audit  period  ends  more  than 
120  days  before  Its  annual  meeting,  financial 
statements  of  the  type  described  above  shall 
also  be  furnished  on  an  unaudited  basis  as 
of  a  date  and  for  the  related  period  ending 
within  120  days  of  its  annual  meeting. 

(Secs.  402.  403,  407,  48  Stat.  1356,  1257,  1260, 
as  amended  (12  UB.C.  1735,  1736,  1730).  Sec. 

6A,  47  Stat.  727,  as  amended  by  sec.  1,  64  Stat. 

256,  as  amended,  sec.  17,  47  Stat.  736,  as 
amended  (13  UjB.C.  1436a,  1437).  Sec.  6.  48 
Stat.  133,  as  amended  (13  UjB.C.  1464).  Reorg. 

Plan  No.  3  of  1847,  172  FJt.  4891,  8  CFR,  1943- 
48  Comp.,  p.  1071.) 

By  the  Federal  Home  Loan  Bank 
Board. 

J.  J.  Fnnr, 

Secretary. 

(FB  Doc.76-34610  FUed  S-a0-76;8:45  am] 
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FEDERAL  HOME  LOAN  BANK 
BOARD 

[12CFRPart5e9] 

(No.  70-S89] 

FEDERAL  SAVINGS  AND  LOAN 
INSURANCE  CORPORATKM 

Solicitation  of  Proxiat 

SmOCARY 

August  18, 1976. 

The  following  summary  of  the  sunend- 
'  ments  proposed  by  this  resolution  Is  pro¬ 
vided  for  the  reader’s  convenience  and 
Is  subject  to  the  full  explanation  In  the 
following  preamble  and  to  the  specific 
provisions  of  the  proposal. 

l.  Existing  regulations.  None. 

n.  Proposed  regulations.  A.  Would  pro¬ 
hibit  the  management  of  an  insured  in- 
stltutlcm  required  by  9  563.45(a)  to  pre¬ 
pare  an  annual  report  from  voting 
proxies  not  solicited  In  connection  with 
providing  the  report  (or  a  notice  of  meet¬ 
ing).  Section  563.45(a)  applies  to  insti¬ 
tutions  with  assets  of  $15  million  or  more 
which  do  not  choose  to  meet  certain 
standards,  and  Is  not  effective  until  an 
institution’s  1978  annual  meeting. 

B.  Would  provide  that  the  Board  may 
prohibit  the  management  of  certain  in¬ 
sured  institutions  required  by  9  563.45 
(d)  to  prepare  an  annual  report  from 
voting  proxies  not  solicited  in  connec¬ 
tion  with  providing  the  report  (or  a  no¬ 
tice  of  meeting).  Section  563.45(d) 
applies  to  institutions  with  assets  less 
than  $15  million  which  do  not  choose  to 
meet  certain  standards,  and  does  not 
become  effective  until  an  institution’s 
1978  annual  meeting. 

C.  Would  expressly  authorize  the  man- 
agment  of  an  insured  institution  not  re¬ 
quired  by  99  563.45  (a)  or  (d)  to  prepare 
an  annual  report  in  connection  with  an 
annual  meeting  to  vote  any  proxy  held 
by  management  which  had  not  been  re¬ 
voked  or  superseded  and  was  not  invalid 
1^  its  terms. 

D.  Would  make  clear  that  a  person 
who  does  not  respond  to  a  proxy  solici¬ 
tation  pursuant  to  this  section  shall  not 
be  deemed  to  have  thereby  revoked  an 
outstanding  proxy  for  purposes  of  a  sub¬ 
sequent  annual  meeting  for  which  no 
proxy  solicitation  is  required. 

m.  Reason  for  proposal.  To  bring  in¬ 
sured  institutions  into  conformity  with 
the  general  practice  of  most  other  types 
of  business  corporations,  which  custom¬ 
arily  solicit  proxies  from  their  owners 
on  an  annual  basis  and  provide  such 
owners  with  certain  information  in  con¬ 
nection  with  such  annual  solicitations. 

The  Federal  Home  Loan  Bank  Board 
considers  it  desirable  to  propose  to  amend 
Part  569  of  the  rules  and  regulations  for 
Insurance  of  Accoimts  (12  CFR  Part  569) 
by  adding  a  new  9  569.5  thereto,  cap¬ 
tioned  “Solicitation  of  proxies.’’  In  gen¬ 
eral.  the  effect  of  proposed  9  569.5  would 
be  to  require  an  insured  institution  to  so¬ 
licit  proxies  in  connection  with  any  an¬ 
nual  meeting  as  to  which  it  must  (1)  pre¬ 
pare  an  annual  report,  and  (2)  furnish 
either  the  report  or  a  notice  of  the  an¬ 
nual  meeting  to  persons  having  voting 


rights  in  the  institution.  Proposed  1 569.6 
is  closely  tied  to  9  563.45,  “Disclosure.” 
and  this  preamble  therefore  briefiy  re¬ 
views  the  provisloQs  of  9  563.45  in  con- 
nectkm  with  explaining  this  proposaL 

Section  563.45 (a),  “Annual  disclosure 
requirements.”  requires  insured  institu¬ 
tions  to  send  their  voting  members:  (1) 
a  oopiy  of  the  annual  report  for  the  audit 
period  preceding  the  meeting,  or  (2)  a 
notice  of  such  meeting  which  clearly 
states  that  a  copy  of  the  report  is  avail¬ 
able  on  request.  Section  563.46  does  not 
take  effect  until  an  institution’s  1978  an¬ 
nual  meeting,  and  no  disclosure  is  re^ 
qulred  to  persons  having  only  one  vote 
in  the  institution  (e.g.  borrowers  from  a 
Federal  association)  unless  specifically 
requested. 

Section  563.45(b)  excepts  three  types 
of  institutions  from  the  requirements  of 
9  563.45(a).  First,  9  563.46(b)  (1)  excepts 
institution^  having  less  than  $15,000,000 
in  assets.  (But  see  the  discusskm  of 
9  563.45(d).  below.)  Second.  9  563.45(b) 
(2)  excepts  stock  institutions  already 
subject  to  proxy  solicitation  require  - 
ments  imder  9  563d.l  (12  CFR  Part 
563d)— l.e..  institutions  which  are  regis¬ 
tered  under  the  Securities  and  Exchange 
Act  of  1934.  Third.  9  563.45(b)(3)  ex¬ 
cepts  any  institution  which  meets  the 
following  three  standards:  (1)  The  com¬ 
position  of  its  board  of  directors  con¬ 
forms  to  the  guidelines  in  9  563.33(a) 
(12  CFR  Part  563),  (2)  during  the  in¬ 
stitution’s  most  recent  audit  period,  no 
afOliated  persons  thereof  engaged  in 
transactions  which  would  have  to  be  dis¬ 
closed  imder  Item  6(e)  of  the  annual 
report  form  (Form  AR),  and  (3)  man¬ 
agement-held  proxies  not  acquired  in 
connection  with  an  annual  proxy  solici¬ 
tation  are  voted  as  directed  by  a  ma¬ 
jority  vote  of  the  institution’s  entire 
board  or  by  a  committee  of  such  direc¬ 
tors  controlled  by  such  a  majority. 

Proposed  new  9  569.5(a),  “Bolicitation 
by  institutions  preparing  annual  reports 
under  9  563.45(a).”  would  provide  that 
no  proxies  held  by  directors  or  officers 
of  an  institution  required  to  transmit-an 
annual  report  or  notice  of  meeting  to  its 
members  pursuant  to  9  563.45(a)  could 
be  voted  at  the  annual  meeting  in  con¬ 
nection  with  which  the  report  or  notice 
was  transmitted  unless  such  proxies 
were  solicited  from  persons  concurrently 
or  previously  furnished  with  the  report 
or  notice.  Copies  of  the  form  of  proxy 
solicited  by  an  insured  institution  pursu¬ 
ant  to  9  569.5(a)  would  have  to  filed 
with  the  Board  in  accordance  with 
9  563.45(c) .  The  Board  expects  that  com¬ 
pliance  with  this  requirement  would  typ¬ 
ically  take  the  form  of  enclosing  an  un¬ 
signed  proxy  with  the  annual  report  or 
notice  of  annual  meeting.  If  done  in  this 
fashion,  the  Board  does  not  believe  com¬ 
pliance  with  9  569.5(a)  would  result  in 
significant  additional  costs  to  insured  in¬ 
stitutions. 

Section  563.45(d),  “Annual  disclosure 
requirements  for  institutions  under  $15 
million  in  assets,”  requires  insured  insti¬ 
tutions  with  less  than  $15  million  in  as¬ 
sets  to  file  with  the  Board,  shortly  in  ad¬ 
vance  of  each  annual  meeting,  an  annual 


report  for  the  audit  period  preceding  the 
meeting  which  compiles  with  the  re¬ 
quirements  of  Form  AR.  However,  no  in¬ 
stitution  need  prepare  such  a  report  for 
an  aucilt  period  as  to  which  such  insti¬ 
tution  meets  the  standards  set  forth  in 
9  563.45(b)(3) — i.e.  the  standards  on 
board  composition,  transactions  with  af¬ 
filiated  persons,  and  voting  of  manage- 
ment-hdd  proxies.  As  with  i  563.45(a). 
9  563.45(d)  does  not  take  effect  until 
an  institution’s  1978  annual  meeting. 

As  discussed  in  the  preceding  para- 
gnq?h,  insured  institutions  which  must 
prepare  an  annual  report  pursuant  to 
9  563.45(d)  normally  need  only  file  such 
report  with  the  Board — i.e.  neither  the 
report  nor  a  notice  of  the  upcoming  an¬ 
nual  meeting  need  be  transmitted  to  per¬ 
sons  having  voting  rights  in  the  institu¬ 
tion.  However,  9  563.45(d)  makes  clear 
that  the  Board  will  examine  all  annual 
reports  required  by  that  section.  In  the 
course  of  these  examinations,  the  Boiurd 
may  determine  that  an  institution’s  an¬ 
nual  report  reveals  information  as  to 
practices  or  events  which,  if  continued, 
should  be  disclosed  to  persons  having 
voting  rights  in  that  institution.  If  such 
a  situation  occurs,  the  Board  may  re¬ 
quire  the  institution  to  comply  with 
9  563.45(a)  in  connection  with  the  an¬ 
nual  report  for  its  next  audit  period — 
i.e.  the  institution  would  have  to  trans¬ 
mit  the  annual  report  for  its  next  audit 
period  to  persons  having  voting  rights  in 
the  institution,  or  else  send  such  persons 
a  notice  of  the  meeting  clearly  stating 
that  the  report  was  available  on  request. 
As  in  9  563.45(a) ,  this  information  would 
not  have  to  be  sent  to  persons  having 
only  one  vote  unless  specifically  re¬ 
quested. 

Proposed  9  569.5(b),  “Solicitation  by 
certain  institutions  preparing  annual  re¬ 
ports  under  9  563.45(d),”  would  provide 
that  the  Board  may  apply  9  569.6(a)  to 
an  institution  (1)  which  is  required  to 
file  an  annual  report  with  the  Board  pur¬ 
suant  to  9  563.45(d).  and  (2)  which  the 
Board  has  directed  to  comply  with  the 
requirements  of  9  563.45(a)  in  connec¬ 
tion  with  such  report  (i.e.  transmit  the 
report  or  notice  of  annual  meeting  to 
persons  with  voting  rights).  In  other 
words,  the  Board  may  prohibit  proxies 
held  by  directors  and  officers  of  such  an 
institution  from  being  voted  at  an  an¬ 
nual  meeting  in  connection  with  which 
the  institution  must  prepare  an  annual 
report  and  transmit  the  report  (or  no¬ 
tice  of  meeting)  to  persons  having  vot¬ 
ing  rights,  unless  such  proxies  were  so¬ 
licited  in  connection  with  transmitting 
this  material.  Hence.  9  569.5(b)  would 
be  invoked  by  the  Board  only  on  a  case- 
by-case  basis. 

Proposed  9  569.5(c),  “Solicitation  not 
required  for  institutions  excepted  from 
annual  report  requirements  in 
99  563.45(a)  and  (d).”  'vould  provide 
that  directors  and  officers  of  an  institu¬ 
tion  may  vote  any  proxy  held  by  them 
at  any  annual  meeting  in  connection 
with  which  the  institution  is  not  re¬ 
quired  to  transmit  an  annual  report  or 
notice  of  meeting  to  persons  having  vot¬ 
ing  liiffits  in  such  institution.  Of  course, 
proposed  9  569.5(c)  would  not  authorize 
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the  TOtlnf  of  any  proxy  which  had  been 
revoked  or  suposeded.  or  which  was  In- 
yalld  by  Its  terms.  Proposed  I  509.5(c) 
would  also  make  clear  that  a  person  who 
does  not  respond  to  a  proxy  solicitation 
made  pursuant  to  S  569.5  ^all  not  be 
deemed  to  have  thereby  revoked  an  out¬ 
standing  proxy  for  purposes  of  an  annual 
meeting  as  to  which  no  proxy  solicita¬ 
tion  is  required  by  S  569.5. 

The  authority  for  the  proposed  proxy 
s<^cltatlon  is  section  407(1X5)  of  the 
National  Housing  Act,  as  amended,  12 
U.8.C.  1730(1X5),  which  provides  that 
the  Board,  as  operating  head  of  the  Fed¬ 
eral  Savii^  and  Iioan  Insurance  Corpo- 
ratkm,  “may  prescribe,  such  periodic  or 
other  reports  and  disclosures.  Including 
proxy  statements  and  the  solicitation  of 
proxies  thereby,  as  the  •  •  •  (Board) 
may  determine  to  be  necessary  or  ap¬ 
propriate  for  the  protection  of  investors 
or  the  (Federal  Savings  and  Loan  Insur¬ 
ance)  CorpOTation". 

The  purpose  of  the  proposal  Is  to  en¬ 
hance  the  ability  of  persons  with  voting 
li^ts  In  Insured  Institutions  to  exercise 
those  ris^ts  meaningfully  In  situations 
where  management  has  engaged  In  the 
types  ot  transactions  which  must  be  dis¬ 
closed  In  an  annual  report  under 
S  563.45  or  elects  not  to  follow  the 
Board's  guidelines  respecting  composi¬ 
tion  of  the  Institution’s  board  of  dlrec- 
t<»8.  Because  of  the  Inherent  potential  of 
8U<di  situations  for  possible  abuse  detri¬ 
mental  to  insured  Institutions,  the  Board 
bdleves  that  where  such  transactions  or 
nonconforming  boards  occur  or  exist,  and 
are  required  to  be  disclosed  under 
i  563.45,  management  should  be  per¬ 
mitted  to  vote  only  proxies  given  In  the 
light  of  such  disclosure,  so  ttiat  persons 
giving  such  proxies  may  exercise  over¬ 
sight  of  management  In  this  area  and 
thereby  serve  as  an  additional  “check" 
up(m  such  possible  abuse. 

To  place  ttie  proposal  In  proper  pros¬ 
pective.  the  Boaid  bdleves  an  additional 
point  should  be  made.  While  member  and 
outside  stockholder  oversight  of  an  In-v 
sured  Institution's  management^  imder 
the  circumstances  described  above.  Is  de¬ 
sirable.  and  win  hopefully  prove  benefl- 
elal.  an  even  better  “check"  on  manage¬ 
ment  Is  management  Itself.  Thus,  the 
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Board  bdleves  very  strongly  that  first- 
line  responsibility  for  safe  smd  proper 
functloiilng  of  an  Insm^  Institution  lies 
with  its  officers  and  directors.  In  keeping 
with  this  philosophy.  It  should  be 
phaslzed  that  the  pro^  solicitations  pro¬ 
vided  for  by  this  proposal  are  optional  In 
the  sense  that  Institutions  which  choose 
to  comply  with  the  standards  set  forth 
in  S  563.45(b)  (3)  (and  therefore  do  not 
have  to  prepare  annual  reports)  do  not 
have  to  solicit  proxies.  Ihe  Board  be¬ 
lieves  that  an  Institution  which  com¬ 
plies  with  these  standards  Is  very  likely 
to  be  a  well-run  Institution  not  In  need 
of  additional  oversight.  However,  the 
Board  recognizes  that  not  all  Insured  In¬ 
stitutions  will  elect  to  follow  such  stand¬ 
ards,  and  the  annual  report/proxy  so¬ 
licitation  alternative  provided  by 
§$  663.45  and  569.5  Is  Intended  to  provide 
a  reasonable  amount  of  fiexlbillty  for  In¬ 
sured  Institutions  consistent  with  the 
Board’s  statutory  responsibility  to  adopt 
regulations  and  take  other  actions  to  en¬ 
sure  safe  and  soimd  functioning  of  such 
Institutions. 

Accordingly,  the  FMeral  Home  Loan 
Bank  Board  hereby  proposes  to  amend 
Part  569  by  adding  a  new  5  5696  thereto, 
to  read  as  set  forth  below. 

Interested  persons  are  invited  to  sub¬ 
mit  written  data,  views  and  argiun^ts 
to  the  Office  of  the  Secretary,  Federal 
Home  Loan  Bank  Board,  320  First  Street, 
NW..  Washington,  D.C.  20552,  by  (Xto- 
ber  8,  1976,  as  to  whether  this  proposal 
should  be  adopted,  rejected,  or  modified. 
Written  material  sulxnltted  will  be  avail¬ 
able  for  public  Inspection  at  the  above 
address. 

S  569.5  SolickalioB  of  proxies. 

(a)  SoUettation  by  institutions  prt- 
•paring  annual  reports  under  S  563.45(a) . 
If  an  Insured  Institution  Is  required  by 
§  563.45(a)  to  transmit  an  annual  re¬ 
port  (or  notice  of  annual  meeting  In  lieu 
thereof)  to  persons  having  at  least  two 
votes  In  such  institution,  no  proxies  hdd 
by  dlrectMS  or  officers  of  such  Institu¬ 
tion  may  be  voted  the  annual  meet¬ 
ing  in  connection  irith  sriilch  such  re¬ 
port  or  nottce  Is  transmitted  unless  such 
iwoxles  were  solicited  from  persems  con¬ 
currently  or  previously  furnished  with 


such  report  or  notice.  Copies  of  the  form 
of  proxy  so  solicited  shall  be  publicly 
filed  with  the  Board  concurrent  with 
the  annual  report,  as  provided  In  8  563.45 

(c)  .  nils  paragraph  (a)  does  not  apply 
to  an  Institutlim  which  prepares  an  an¬ 
nual  r^TMt  pursuant  to  i  563.45(d).  ex¬ 
cept  as  provided  In  paragrai^  (b)  of  this 
section. 

(b)  Solicitation  by  certain  institutions 
preparing  annual  reports  under  8  553.45 

(d)  .  If  an  insured  Institution  Is  required 
by  8  563 .45 (d)  to  file  an  annual  reports 
with  the  Board,  and  If  the  Board  has 
determined  pursuant  thereto  that  such 
InstltutlcHi  must  comply  with  the  require¬ 
ments  of  8  563.45(a)  In  connection  with 
such  report,  then  the  Board  may  also  de¬ 
termine  to  apply  paragraph  (a)  of  this 
section  to  such  institution,  and  In  such 
event  will  so  notify  such  Institution  In 
the  notice  provided  for  In  8  563.45(d). 

(c)  Solicitation  not  required  for  insti¬ 
tutions  excepted  from  annual  report  re¬ 
quirements  in  88  553.45(a)  and  (d).  In 
connection  with  any  annual  meeting  as 
to  which  an  Insured  institution  Is  not 
required  by  88  563.45(a)  or  (d)  to  trans¬ 
mit  an  annual  report  (or  notice  of  an¬ 
nual  meeting  In  lieu  thereof)  to  persons 
having  at  least  two  votes  In  such  institu¬ 
tion.  the  directors  and  officers  of  such 
lnstltutt(m  may  vote  (in  accordance 
with  8  563.45(b)  (3)  (ill) )  any  proxy  held 
by  them  which  has  not  been  revoked  or 
superseded  and  which  Is  not  Invalid  by  Its 
terms.  A  person  having  voting  rights  In 
an  Insured  institution  who  does  not  re¬ 
spond  to  a  proxy  solicitation  made  pur¬ 
suant  to  paragraphs  (a)  or  (b)  of  this 
section  shall  not  be  deoned  to  have 
therdi>y  revoked  an  outstanding  ixoxy  for 
purposes  of  an  annual  meeting  of  the 
type  described  In  the  Immediately  pre¬ 
ceding  saitoice. 


(See.  407.  48  8tet.  1360,  as  amuided;  (18 
UA.O.  1730).  Reorg.  Plan  No.  8  of  1847,  If 
FJO.  4881,  8  CF&.  1843-48  Oomp.,  p.  1071) 


the  Federal  Home  Loan  Bank 

Board. 


J.  J.  Finn, 
Secretary. 
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